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National Council Meets at Cornell 


The fifteenth annual meeting of the National Coun- 
cil on Hotel, Restaurant, and Institutional Education 
was held at Cornell University on November 20-22, 
1960. Picture at top shows the 62 participants gather- 
ing for the first session in the Statler ballroom. Inset 
(right) shows host Dean H. B. Meek welcoming Presi- 
dent C. J. “Neal” Mack of the American Hotel As- 


sociation to the Cornell campus. 


“Spizzerinctum” is what we need in new em- 
ployees, Joseph Zaffy, director of personnel for Shera- 


ton Hotel Corporation, told Council members. He con- 


cluded that the “prognosis” for this quality in workers 


is good if industry and education work together. 
Industry representatives speaking before the Coun- 
cil also included E. Bruce Kirk, Slater Food Services; 
Foster Kunz, Hot Shoppes, Inc.; Fred Hollister, Club 
Managers of America; and Prof. Matthew Bernatsky, 


Cornell University. 


A detailed report is given on pages 66-77. 


Luncheon conference (left) brings 
together notable persons in indus- 
try and education. (Seated clock- 
wise) President Harry Akin 
N.R.A.; Prof. Joseph Bradley, 
WSU, Council president; Dean H. 
B. Meek; Frank Davis, Interstate 
Hosts; Herman Breithaupt, Cha¢- 
sey High School, Detroit; Donald 
Greenaway, NRA; and Ward Ar 
bury, The Statler Foundation. 
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An Editorial... 


The “motel,” the “motor-hotel,” the “road- 
side hotel”—where does it belong in the over- 
all picture of public hospitality? 

The answers to that question have been 
numerous and conflicting. They have been 
changing year by year as our thinking about 
the problem of roadside overnight accom- 
modations has expanded and evolved. 

Back in the early “twenties,” when there 
were only a few million motor cars in Ameri- 
can garages and the roads on which they 
were driven were sometimes pretty crude, it was accepted as a general 
proposition that by nighttime the tourist had to plan to arrive in a town if 
he were going to find comfortable lodgings. And his chances were better if 
he could plan to reach a big city. They were better yet if he could get him- 
self right down to the center of town. 

But the highways of the “twenties” and the automobiles of the “twenties” 
were such that ofttimes the automobilist found himself caught at dusk a 
goodly distance from a metropolis or a city or even a town, a village or a 
hamlet. He just had to stay overnight somewhere along the road. 

While at first the farmer’s hospitality might be for free, the farmer's wife 
soon noted that when it came to buying the Easter bonnet a dollar or two 
from a stranded tourist was as good as the money from a few dozen of her 
chickens’ eggs. So pretty soon the roadside became dotted with “Tourists 
Accommodated” signs, 

But it’s a bit awkward to have one’s paying guests traipsing from the 
front bedroom through the house and kitchen at all hours of the night in 
search of the bathroom. So it was not long before the farmer began to put 
up a few shacks along the roadside to take care of his wife’s paying guests 
and to keep them out from underfoot. 

The evolution of the motel from a small group of isolated cabins, with 
limited facilities and no luxuries, to the great roadside caravansary of today, 
offering de luxe accommodations and complete range of services at rates 
double those of the old, broken-down, small-town hotel, has been gradual, 
but it has been steady and the advance has been tremendous. 

At first the attitude of the old-line hotel man toward the rural operators 
was one of disdain; but gradually the competition of the roadside facility 
began to make itself felt. Their outcries against the mote] began to make 
the welkin ring. Motels were uncomfortable, according to the city operator, 
of course, but worse, they were unsafe, unsanitary and immoral—and be- 
sides that they offered little or no service. Any suggestion of compatability 
of interests between the roadside operator and the man from town would, in 
the early days, have been considered the ultimate of the ridiculous. 

But as Tennyson has said, “The old order changeth yielding place to new.” 
And as another wiser and more recent sage, E. M, Statler, said, “Put your 
rooms where the guest is.” 


However much the conservatives may decry it, the fact is that today 
many, many travelers are going to find themselves on the road at dusk. 
Anyone hoping to cater to their lodging needs must be on the road, too, So 
with a convenience in location and the convenience of a design planned 
wholly for the autoist, the motel is taking an increasing share of the travelers’ 
business, and the end is not in sight. 

An old rule in politics counsels us, “If you can't lick ‘em, join em.” Under- 
standably the wiser hotel men are joining the motel men. Hotels and hotel 
companies are developing affiliated motels. Hotel properties are being modi- 
fied to give such services and convenience of motels as informal registering 
and easy parking. The hotel associations are admitting, many of them are 
welcoming, some of them are soliciting, motel operators for membership. 

Such a development is wholly natural and desirable because today we find 
more points of common interest than of difference. Motels and hotels have 
largely the same legislative problems and much the same operating prob- 
lems. They benefit from the same travel promotion programs, and the same 
educational programs. Clearly it is to the interest of hotel operators, motel 
operators, motor hotel operators, however they may be labeled, to work to- 
gether, to learn together, to act together. 

It will be the philosophy of The Quarterly that, whether the rooms are 
strung along a highway or along an elevator well, the institution providing 
lodging and meals and services is within the area of its interests. It will be 
the policy of The Quarterly to provide, as it provides in this issue, significant 
articles of interest to the manager or owner of the roadside hotel, of the 
horizontal hotel, as well as to the personnel of the downtown, vertical hotel. 
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The Outlook 


The montage of current headlines above could 


well contain several worded as follows: 


“Large Midwest Motor Hotel in Receiver- 


ship.” 
“Southwest Motel in Financial Difficulty.” 
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reorganized or gone under. The trade press is, 
therefore, filled with announcements of new con- 
struction and with stories about our changing in- 
dustry. 

What type of headline will be most common 
during the next decade? 

The answer to this question can best be ob- 
tained, I believe, by taking a look at the past and 
by studying what economists foresee in the na- 
tion’s future. The hotel industry, it should be re- 


Since information of this nature is not given 
the publicity that generally accompanies expan- 
sion or rehabilitation plans, we normally learn of 
the operation in trouble only when it has been 


membered, is closely attuned to the overall econ- 
omy. It is an established fact that hotel trends 
often precede upward or downward movements 
in the national indexes by several months, 


The “Accommodations Industry” 


Looking back at the 1950’s, one becomes im- 
mediately aware that any discussion of trends 
and predictions for the future cannot be limited 
to what has been known as “the hotel industry.” 
A much broader concept must be used that in- 
cludes all types of overnight accommodations for 
both transient and terminal guests. 

Our best estimates define the “accommodations 
industry’—hotels, motor hotels, motels, tourist 
cabins, lodges, camps and such—as follows: 

Number of Rooms _............3.5—4.0 million 

Annual Sales Volume ___. $6.5 billion (all sources ) 

Total Investment (plant 

and equipment) —_...$20 billion 


The industry as so defined ranks high among the 
nation’s top ten and is certainly one of utmost 
importance among the service industries. The 
following comments pertain to a major segment 
of this industry—the hotels and motels which con- 
tain over three million rooms and which represent 
over 90 percent of the sales volume and invest- 
ment set forth above. 


A Look at the Record 


Horwath & Horwath has maintained statistics 
on hotel operations for more than forty years. 
Statistics for the motel industry are more recent 
in vintage and had to be compiled from numerous 
sources, 

During the forty-year period for which hotel 
statistics are available, two of the decades—the 
20's and the 50’s—show amazing parallels. The 
other two decades—the 30’s and the 40’s—reflect 
the impact first of a major depression and then 
of a major conflagration. Between 1930 and 1950, 
no patterns of operation can be identified as “nor- 
mal” for industry. 


The 1920’s vs. The 1950's 

The decade of 1920-1929 and the decade of 
1950-1959 each brought forth the greatest (up to 
that time) growth on record for transient facili- 
ties. Between 1920 and 1929, the number of 
rooms available doubled. The growth was even 
greater—60 percent—in rooms available in 1959 
as against 1950 figures. 


Chart I depicts hotel occu- 


% of 
100 tT pancy figures from 1920 to 
1960 in a manner to point up 
parte ti tay the similarity of the 1920-1929 
. eer Beni: decade with that for 1950- 
at Petar um 1959. The wide variations in 
‘< *_ 1940- 
eoreer : room occupancy between the 
1930’s and the 1940's are also 
1 yagi made clearly evident. 
a — By 1928 the drop in hotel 
wer” pes caaes ok less rH oe room occupancy had gen- 
one See bint c snes sei| erated the same consternation 
eA; ratte and concern about over-build- 
a pete ing that now characterizes in- 
dustry conventions and the 
trade press. 
Picaee sve Sieasnan ean iEent bait astm oo “During the past year and in 
a A ie Nee aes s wei eee ‘* > several immediately preceding 
$0 Bt 32 33 34 33 se $7 S nd years, over-construction has 
been the most discussed prob- 
Chart I. Room Occupancy Percentage, 1920-1959 lem amongst hotel men.” 
- . # >) F 
Year &% Occupancy Year % Occupancy Year % Occupancy Year % Occupancy Sound familiar: om — 
re 85 1930 .....65 1940...... 64 1950...... 81 Paul Simon, partner of Hor- 
Pome 3 2. 79 Woes 225.03 59 194. at 67 Vo” See 77 wath & Horwath, made this 
TOee. te. 2 75 he o> re 9 | Teas 5 73 Lee 76 tatement in 1928. He further 
1923...... 75 1933......51 1943... ... 84 1958... ... 74 a ere ww Oni 
1924...... 70 1934......56 1944. 87 1954...... 72 pointed out tha in 
1995...... 69 1935 60 abe 91 a 72 modern hotels were doing a 
1 926 er 8 ad FR 7 l 1 936 65 1946 Sixt (SS 93 1956 ae « bes a better-than-average business 
1k? 69 1937 ..66 CL eee 90 Teeee ei? 0 , veu 
1928... 68 1998... 61 1948. 86 1958... 67 at the expense of the not-so 
1929...... 70 1939..... 62 1949...... 82 —.... 66 modern. 


What was not said—but 
could have been said at that 
time—is that the demand for wens 
accommodations, as measured 
by the number of rooms oc- 
cupied, rose from 1920 on- 
ward, just as demand has con- 
sistently risen during the 
1950's. Chart II shows that 
during 1960-—each night on 
the average—some two million 
rooms in hotels and motels 
were occupied, nearly 40 per- 
cent greater than the 1950 
figures. In 1929, 20 percent 
more rooms were occupied 


nightly, on the average, than 1920 9211922 
fe 1950 1951 1952 


in 1920. 


Rooms Available and Rooms Occupied 
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Rooms occupied 
1950-59 


Rooms available 
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Rooms occupied 
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Chart II. Hotel and Motel Rooms Available vs. Rooms Occupied 


The Widening Gap 


Rooms 

The serious danger (as il- aa Occupied 
lustrated in Chart II) is the 1920...... 100 
widening of the gap between RRS 97 
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cupied. But when the sup- 

ply of rooms far outpaces the demand for them, 
a day of reckoning must come even without a 
major depression. People in our industry who 
decry over-building focus attention upon this 
widening gap between room supply and room 
demand. 


Business Potential 


What then is the business outlook for the next 
decade? 

There is no question apparently about con- 
tinued population growth. This growth rate is 
expected to taper off, however, during the next 
few years. The reason given is that during the de- 
pression of the 1930’s the birth rate was lower. 
Children born then are now the young married’s 
who can be expected to start families. A scant 
five years hence, though, the post-World War II 
babies will be grown to adulthood, marrying, and 
creating another “baby boom.” 


1920-1930 and 1950-1960 (1920-100%) 


Rooms Rooms Rooms 
Available Year Occupied Available 
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More Youngsters, More Oldsters 

A major change in population age groups will 
take place during the next ten years, according 
to the analysts. The population’s age pattern will 
resemble an hour-glass: a proportionately larger 
group will be 65 or older; the group between 15 
and 19 will be 60 percent greater; but the age 
groups in between will be narrowed down. 

In short, by the latter half of the 1960's, there 
will be more young families in small apartments 
and there will be more retired persons looking 
for appropriate small living units. Both groups 
are of immediate interest to hotel operators. The 
young families will need temporary accommoda- 
tions for visiting relatives and friends. The old- 
sters will need living quarters suitable to their 
physical activities and incomes. 


Economic Growth 


Industrial production is expected to climb up- 
ward during the next decade at its present annual 


JOHN D. LESURE, C.P.A, (New York State) was graduated 
from Cornell University in 1944 and is a general partner of 
Horwath & Horwath in New York City, In addition to being co- 
chairman of the Committee on Revision of the Uniform System 
of Accounts for Hotels, he is a member of the American Institute 
of Accountants and of the New York Society of Certified Public 
Accountants. For the past five years Mr. Lesure has taught 
“Interpretation of Financial Statements” in the School of Hotel 
Administration at Cornell. Mr. and Mrs. Lesure (the former 
Edith Sheffield, Cornell ’42) have seven children and live in 


Mahwah, New Jersey, where Mr. Lesure is president of the 
board of education. 


increment of 3 to 5 percent, and perhaps better. 
This growth rate, however, has been and will con- 
tinue to be unevenly distributed among industry's 
segments. New products and new uses for old 
products should help many manufacturers set 
new records during the next ten years. 


Area Development 


The city with diversified basic industry should 
have no cause for concern over its economic fu- 
ture. But if one industry should predominate and 
the outlook for that industry's product is not re- 
assuring, then strenuous efforts should be made 
by community leaders to bring new industries 
into that area. For chemicals and allied products, 
and also for the aluminum industry, the poten- 
tial for development appears bright. On the other 
hand, agriculture, textiles, certain fuels and the 
non-ferrous metals have recently shown slow 
growth curves and may barely hold onto their 
present position in the economy. 


Personal Income 
Job opportunities in all types of industry should 


continue to expand, but more rapidly in some 
fields than in others. The prospect also indicates 
there will be more college graduates, more per- 
sons working at the so-called “white collar” jobs; 
and, most important of all, higher personal in- 
comes. These factors could mean a great deal to 
the accommodations industry. 

One point stressed by economists is that the 
future will not automatically become more 
“golden” for all concerned. Success must still be 
earned, and the competition is growing stiffer 
every year, For example, some resort hotel opera- 
tors may still be waiting for the rainbow of new 


business once predicted as emanating from the 
shorter workweek. So far, this demand has not 
yet materialized. I, for one, doubt whether it ever 
will. Longer vacations, yes. More paid holidays, 
probably. But four-day workweeks, no—except 
perhaps in distressed industries. 


Spending Patterns 


Another interesting aspect of the economy is 
the manner in which higher earnings will be 
spent by travelers during the next decade. 

A study of business trends for the past few 
years indicates that while the typical wage earner 
has had more income at his disposal, he wants 
a quality product for his money. To me, at least, 
the 1957-1958 recession can be explained as a 
consumer protest against high prices and low 
quality. 

There is no question, in my mind, that much of 
the shift of guests from hotels to motels can be 
directly traced to the relatively high prices 
charged now for the type of room that sold at $2 
or $3 thirty years ago. While the attractive mod- 
ern facade of some recently built motels may be 
only “skin deep” and even misleading so far as 
quality of the product and the service are con- 
cerned, it must be remembered that the typical 
customer does not immediately grasp this fact. 
When he does, it is probable that he simply tries 
out another motel. 

Motels stress convenience, accessibility, and 
informality. These qualities are sought by travelers 
from the new, greatly enlarged middle-income 
group, a group that once traveled but seldom 
and then stayed at the homes of relatives or 
friends. Public acceptance of the motel has been 
rapid indeed. 


Since World War II a growing interest has 
been discernible in active sports, Makers of equip- 
ment for boating, bowling, golf, tennis, skiing, 
hunting, and fishing register new sales highs every 
year. Motor hotels are capitalizing on this develop- 
ment and will continue to do so, 


Pleasure Travel 

Surprisingly enough, sales to vacationers and 
pleasure travelers account for at least 60 percent 
(according to the best available estimates) of 
the annual business volume of the accommoda- 
tions industry. For motels, the ratio is probably 
as high as 80 percent, while for hotels the figure 
is less—perhaps 40 percent. 

Business travel and conventions account for 
the balance, with the larger portion of business 
trips requiring downtown hotel accommodations. 
Motor hotels are moving into urban centers by 
increasing numbers—another trend that will prob- 
ably continue during the next decade. 


Conventions 


That more cities will be competing for the 
conventioner’s dollar is clearly indicated by the 
construction of new auditoriums and exhibition 
halls across the country. Convention groups will 
no doubt grow larger but little possibility is seen 
for the total number of meetings held keeping 
pace with the ever-expanding facilities being 
erected to bid for this business. 


To Sum Up... 


On balance, the economic forecast is optimistic 
although hardly uniformly so. Rapid expansion in 
some industries will be coupled with recession 
and “agonizing reappraisals” in others to the ex- 
tent that the law of supply and demand is per- 
mitted to operate freely. Artificial bolstering of 
the economy—or at least of certain industries in 
it—is a factor that must yet be unfolded by the 
new Administration in Washington. Nothing in 
past or present trends indicates that prosperity 
and steady economic growth can be assured for 
the 1960's. 

The foregoing brief look at the past added to 
a review of the analysts’ prediction for industry 


in general lead me to conclude that the headlines 
of the next decade may not be too different from 
those of today. 


I believe that people in the industry will finally 
tire of trying to define “hotel” and “motel” and 
will come to accept both as part of one and the 
same industry, 

We will, without doubt, continue to have over- 
construction in some areas accompanied as today 
with foreclosures, bankruptcies, and reorganiza- 
tions, There will also probably be increasing spe- 
cialization in the types of facilities built to at- 
tract certain segments of the market—the family 
trade, the retirement group, and the like. 

The hotel-motel operator who is an _ experi- 
enced professional will continue to upgrade his 
operation and to provide his guests with what 
they want. For such a man, the next ten years 
hold promise of continued, modest prosperity. 
The poorly financed, the inexperienced, and the 
speculator will be squeezed out or seek Elysian 
fields. The industry, in my opinion, must become 
more closely knit in order to survive the prob- 
lems of the “Turbulent 60's.” 


Predictions 


To make tidy bundles of developments being 
forecast for the industry, I venture to set forth 
four major predictions for the 1960's: 


1. More travel in this country from foreign nations 
which has long been predicted. Progress has 
been slow but travel from abroad will increase 
more rapidly as the standard of living improves 
in other countries. 


bo 


. Travel will be faster en route, with more time 
spent at the destination. 


3. Despite the predicted gradual increase in de- 
mand for rooms, all segments of the industry 
will find themselves adjusting to lower oc- 
cupancies than they now have unless the 
“rooms available” curve is slowed down. 


4. The obsolete hotel or motel will soon become a 
bigger problem to the industry than the “over- 
built” new facility, Some orderly way must be 
found to retire outmoded facilities and convert 
them to other uses. Else, the “tired” hotel-motel 
will continue to drag down the economy of the 
entire industry. 


“Nothing identifies the quality of a hotel more quickly than the character of its food service. The success 
of its food and beverage department can be gauged not only by its restaurant patronage but also by its 


private dinner and banquet business.” 


—Lucius Boomer (1878-1947) 


Hotels and Motels 


The Economic Facts 


Renovation e Added facilities « New uses. 


Alert owners plan changes far in advance. 


a. 


Thomas J. Hogan, C'.P.A.* 
Partner, Harris, Kerr, Forster & Co. 
New York City 


Poor location, lack of guest comforts and con- 
veniences, lax or indifferent management—any one 
or a combination of them can make a hotel-motel 
economically unsound from the outset. Likewise, 
any one or a combination of these factors can pave 
the way to financial loss after years of successful 
operation. 


Role of the Industry 
The hotel-motel industry plays a leading role in 
the American economy. Presently there are about 
25,000 hotels and 60,000 motels situated in thou- 
sands of towns, cities, and highway locations 
across the country. In 1960, hotels grossed nearly 


*Mr. Hogan is a partner of the firm of Harris, Kerr, 
Forster & Company, a Certified Public Accountant in the 
State of New York, and a member of the American 
Institute of Certified Public Accountants. Mr. Hogan has 
been active in hotel finance and operations since 1933, 
when he became associated with Harris, Kerr, Forster & 
Company. He was Chairman of the Committee for the 
revision of the Uniform System of Accounts for Hotels 
in 1952 and is presently company chairman of the com- 
mittee which is now considering further revisions of the 
Uniform System. 

In recent years, Mr. Hogan has been actively engaged 
in making economic studies for hotel properties in order 
to assist in the determination of the future of the re- 
spective properties and the courses of action to be taken. 
His current business activities have also included feas- 
ibility studies in regard to the construction of new motels. 


4 billion dollars in sales of rooms, food and bev- 
erages, as well as other goods and services. For 
motels, the total approximated 3 billion dollars. 
This combined gross income of close to 7 billion 
dollars places the accommodation industry high 
among the nation’s industries. 

The facilities provided by hotels-motels (inns, 
motor hotels, motor courts, and similar housing for 
travelers ) have been part of the way of life among 
civilized nations for centuries. And there is every 
good reason to believe that such facilities will con- 
tinue to meet a need in our living pattern for years 
to come. 


Such accommodations furnish the essentials of 
food and shelter to travelers, provide gathering 
places for social and business groups, and may 
also serve as “home” to some persons. As a rule, 
the hotel-motel is built in a location convenient 
to those patronizing it. 


Profit the Goal 

As a general proposition, the hotel-motel is con- 
structed and operated to earn a profit. In certain 
communities facilities have been built to serve the 
community needs for an activity center. While the 
profit motive may not be primary in such an oper- 
ation, it is present to some extent. Even when a 
hotel-motel project is not primarily concerned 
with return on investment, other factors can be so 
important that they have a major influence on eco- 
nomic considerations. The comments that follow 
deal solely with the business approach to hotel- 
motel operation. 


Location—The Prime Factor 


When a hotel-motel is erected, the owners and 
operators make every effort to select a site con- 
venient for expected patronage. Consideration is 
given to modes of transportation—air, automobile, 
bus, rail—used by potential guests. The structure’s 
accessibility to business locations, amusement 
places, and other points of interest are also ex- 
amined. 

The financial success of any hotel-motel project 
depends upon its location. When the structure is 
built on a good location and the facilities and serv- 
ices meet the public’s wishes, then the operation 
will be popular—an important ingredient to its fi- 
nancial success. 

As a basic premise then, the more the location 
and facilities meet with the public’s approval, the 
more likely the hotel-motel is to be a success. 
Conversely, if a hotel-motel is poorly located at 
the outset and its comforts, services, and general 
atmosphere are inadequate to the demands of po- 
tential patronage, it will lose money. The eco- 
nomic life of the operation will be short. Even 
though the owners and operators undertake pro- 
motional campaigns, rate cutting, and make an 
all-out effort to earn a fair return—or even some 
return on investment—they are up against a most 
difficult and perhaps an insurmountable situation. 

Hotel-motel sites can change in desirability. 
Everyone has observed hotel-motel locations that 
once were excellent but now are bypassed by traf- 
fic or trapped in declining business areas. 


A prime example is the typical “railroad” hotel. 
In an era of waning rail travel, the small-city 
hotels in particular find themselves hemmed into 
urban centers without adequate parking facilities.* 
Even the highway hotel-motel may find itself by- 
passed by a new super-highway in this age of 
frenetic road building. Any number of hotels- 
motels have had their economic lives shortened 
by such circumstances. 


+ A major factor which affects the hotel industry’s 
room occupancy is the continuing expansion of motor 
hotel facilities and the increase in travel by air and 
super-highway. Many a former hotel guest is now 
enabled to make a business round-trip to a distant 
city without staying overnight. The impact of this 
expansion has been considerably greater in the medi- 
um-size and smaller cities than the large metropolitan 
areas. This is reflected in the trend of occupancy and 
sales volume which for hotels in larger cities is con- 
sistently higher than for hotels in the smaller cities. 
—Harris, Kerr, Forster & Co., Trends in the Hotel 
Business, 1959. 
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Building and Facilities 


Factors other than location are essential to a 
hotel-motel’s financial success. Physical structure, 
furnishings, and equipment must be up to date. 
Decor, bathrooms, air conditioning, television, 
drive-in registration service, meeting rooms and 
public space, popular food at popular prices—all 
have direct bearing on potential earnings. 

In time, the economic life of these furnishings 
and the equipment comes to an end, either 
through wear and tear or through obsolescence. 
The property has a “tired” look. The economic life 
of the building—its capacity for attracting patron- 
age and making a profit-may be exhausted 
even though the physical structure itself is still 
in operating condition. 


Management 


Effective management is another key factor to 
consider in evaluating the hotel-motel’s probable 
financial success and economic life. Operating 
policies that disturb guest relations and the failure 
of personnel to carry out sound operating policies 
over a period of years can severely affect the 
property's earnings. 


The Hotel-Motel on the Downgrade 


Invariably there comes a time when even the 
most successful and consistent revenue-producing 
property shows a downward trend. This warning 
signal should be observed and acted upon. 


The cause or causes for poor operating results 
must be pinpointed as soon as this trend is clearly 
evident. Any number of reasons may be re- 
sponsible for the trend of declining occupancy 
and revenue. A broad review should be made en- 
compassing the major factors contributing to the 
property's decline. 


@ Location—is the hotel-motel off the beaten 
track for present-day patronage. If the answer 
is “yes,” little can be done to salvage it. 


¢ Rooms—are they modern, attractive, clean and 
otherwise appealing? Are the rates in line? 
The key to prosperity or deficit lies in room 
sales. 


® Public Space—are the entrances, lobbies, hall- 
ways, elevators, and meeting rooms up to 
date? Do they provide a good general atmos- 
phere by which the guest entering your estab- 
lishment can evaluate the rest of the operation? 
Is there wasted public space that could be 
revenue-producing? 


Continued on page 53 
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Is This Motor Hotel 
Really Needed? 


The consultant must know how to say “No” 


when he thinks a project is not advisable. 


Fred L. Mino, C.P.A.* 
Partner, Horwath & Horwath 
New York City 


“How often do you say No to your clients?” 

We were asked that question recently by some- 
body who wanted to know the extent to which 
we are actually urging selectivity in motor hotel 
construction. 

A great deal has been written about the present 
danger of overconstruction in the motor hotel in- 
dustry. The American Hotel Association recently 
undertook a major educational campaign on this 
subject, and one of my partners contributed an 
article which expressed the idea that if all pros- 
pective investors obtained professional consulta- 
tion beforehand, motor hotels would not be built 
where they were not needed. 

There is no doubt that if professional consul- 
tation is to play a really helpful role in prevent- 
ing overbuilding from resulting in a future crisis, 
there will have to be some negative determina- 
tion of economic feasibility. 


*Fred L. Mino, C.P.A., member of the firm of Horwath 
& Horwath, has conducted a great number of motor hotel 
feasibility surveys in recent years, both in this country and 
abroad. 

Mr. Mino is about to celebrate his 39th anniversary with 
Horwath & Horwath and has been a partner for almost 
25 years. He has held the firm’s top post—that of executive 
partner—and is a member of the executive committee. A 
graduate of Pace College, Mr. Mino is a member of the 
American Institute of Certified Public Accountants and the 
New York State Society of Certified Public Accountants. 
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Backbone Required 

Often a certain amount of backbone is needed 
to say “No” to a client. It is no secret that the lend- 
er of money rarely orders a feasibility survey. In- 
stead, it is the prospective borrower who usually 
comes to the consultant. And the purpose of the 
survey, by and large, is to persuade the lender 
to make the loan. 

When the consultant decides that a motor ho- 
tel should not be constructed in a certain area, it 
sometimes comes as a great disappointment to 
the prospective investor. He must have thought 
pretty well of the project himself or he would 
not have come to the consultant. Moreover, if 
the consultant makes a negative determination, 
it means that the report cannot be used by the 
prospective investor in seeking mortgage money 
should he decide on his own to go ahead with 
the project. 

The enlightened businessman will appreciate 
the fact that the consultant had sufficient courage 
and impartiality to steer him away from a ven- 
ture that might be very unprofitable. The unen- 
lightened businessman, especially if he is more a 
promotor than an investor, might try to insist that 
he be given a survey report that will help him 
to borrow money because that is what he is pay- 
ing for. 

Like the umpire of a football game, the motel 
consultant must base his decisions on the rules 
as he knows them and then stick by those de- 
cisions. Otherwise, his services will not have any 
great value. 


The Over-All Appraisal 


What I want to do in this article is to list 10 
important points which help us to determine 
whether a motor hotel is really needed and eco- 
nomically feasible. It is probable that never once 
in our surveys have we reached a negative con- 
clusion on all 10 points. 

The prospective investors who seek our serv- 
ices as consultants are a rather intelligent group 
of people. They would not be considering a proj- 
ect if it did not have some merit. Unfortunately, 
it is the people who do not bother to get such 
professional advice who are most likely to choose 
locations and types of construction that are al- 
most entirely without merit. 

We, as consultants, consider many different 
aspects of a project, one at a time and then reach 
decisions on them individually. In a few instances 
we may find the construction of a given motor 
hotel advisable on all counts. In the: majority of 
cases, there will be some negative factors. The 
important thing is to be able to weigh the nega- 
tive factors against the positive ones in order to 
reach an over-all appraisal of economic feasibility. 

Sometimes our over-all conclusion will be 
wholeheartedly in favor of a project. Much more 
often it will be favorable but with certain reserva- 
tions which may or may not be very important. 
Often there will be more or less negative deter- 
mination of economic feasibility, but mention will 
be made of favorable factors that could conceiv- 
ably make the project profitable. And sometimes 
it will be necessary to give an unqualified “No” to 
the project. 

It is our assumption that lenders of money can 
make evaluations of their own of findings that 
take into consideration both the good and bad 
aspects. We have an idea that they carefully 
weigh each and every negative factor we discuss, 
and that sometimes even if our over-all appraisal 
is favorable on balance, they are impressed by 
some of our negative conclusions, 


10 Factors to Evaluate 


The 10 major points by which we judge the 
economic feasibility of a motor hotel and the 
ways in which we call attention to unfavorable 
aspects, if we find them, are as follows: 


1. Trends in the Economy of the Area 


We carefully explain to prospective investors 
that trends in the local economy may or may not 


be important to the future welfare of a motor ho- 
tel. For example, if a motor hotel is constructed 
on a super highway and is expected to subsist en- 
tirely on the patronage of persons traveling from 
one part of the country to another, the state of 
the local economy will be of relatively minor im- 
portance. Most motor hotels, however, will re- 
quire some local business to be profitable on a 
year-round basis. 

One of our clients wanted to construct a motor 
hotel in a section that was definitely on the down- 
grade economically. In recent years several large 
plants had left the area for other parts of the 
country. While replacements had been found, 
they were not nearly as impressive as the com- 
panies which had moved away. Whenever the 
Government issued statistics on unemployment, 
the communities around the site being considered 
for the project were prominently mentioned as 
“distress areas.” 

Our report emphasized the bleakness of the 
outlook for the local economy. The plan was to 
construct a motor hotel which would cater to va- 
cationers en route to nearby resort areas in the 
summertime. Such an operation would, however, 
have to depend upon other sources of business 
during other times of the year. 

In our report, we presented reasons for be- 
lieving that occupancy might be adequate during 
the relatively short summer vacation season but 
expressed real doubt that a sufficient number of 
guests could be attracted during the rest of the 
year. Since this factor was of major importance, 
the client did not proceed after receiving our rec- 
ommendations. 


2. Desirability of the Site 


In all our motor hotel studies we look the site 
over very carefully and make it plain that our con- 
clusions as to the economic feasibility of the ven- 
ture apply only to facilities constructed on that 
particular site. 

First, of all, we decide whether the size of the 
site is adequate for the facilities being contem- 
plated and whether there will be additional room 
for expansion for the necessary parking facilities, 
for such recreational features as a swimming pool 
and for attractive landscaping. 

We determine whether the site is accessible to 
major highways, nearby airports, railroad stations, 
the business center of the nearest town, important 
factories and/or plants, points of interest for tour- 
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ists, colleges, etc. We are interested not only in 
the present features of the area but also in what 
the future holds. We question highway authori- 
ties to learn if plans are being made for a new 
highway system that will by-pass the site of the 
motor hotel. 

Recently we inspected a site that at first glance 
appeared to be very strategically located. It was 
near an important highway, not too far from the 
business center of a thriving town and relatively 
accessible to a long list of points of interest which 
would attract tourists and vacationers. 

Only when we had taken a map of the area and 
pinpointed the locations of the competing motor 
hotels did the disadvantages of the location be- 
gin to appear. One motor hotel was already being 
constructed just a little nearer the major highway. 
A fairly new motor hotel was located closer to 
the center of town. And each of the most impor- 
tant points of interest in the area appeared al- 
ready to have adjoining overnight facilities which 
specialized in accommodating the visitors which 
it attracted. 

So we told our client that not only did the area 
seem to have an excessive supply of motor hotel 
facilities, for the time being at least, but that 
several of his prospective competitors appeared 
to have locations which were better than his in 
some particular way. 


3. Sources of Demand for Accommodations 


The section of our report dealing with this fac- 
tor is one of the most important to determination 
of the likelihood of the project’s success. Our esti- 
mates will be based on counts of the traffic on 
nearby highways, on determination of the propor- 
tion of out-of-state license plates, estimates of the 
patronage to be obtained from executives visiting 
nearby industrial facilities, guests of residents of 
the area, parents and friends of students at near- 
by colleges, friends and relatives of patients at 
nearby hospitals, tourists attracted by local points 
of interest, travelers passing through the area on 
their way to other sections of the country and 
similar surveys. 

One of our clients was considering construction 
of a motor hotel near a major highway that was 
an important route for both vacationers and busi- 
ness travelers going from one metropolitan center 
to another. Since the driving time between the 
two cities was approximately 12 hours, he theo- 
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rized that a large proportion of the motorists 
would prefer not to cover the entire distance in 
one day and he desired to add to their choice of 
stopover points. While the motorists on this high- 
way were not to be the only source of business 
for the proposed motor hotel, they could be the 
difference between success and failure. 


One aspect of the project bothered us a great 
deal. The site was about two and one-half hours’ 
driving time north of one city and nine and one- 
half hours’ driving time south of the other. We 
believed rather strongly that most people would 
not choose to break the trip that way. A favorite 
stopping point is frequently just before encoun- 
tering a traffic obstacle that can best be sur- 
mounted at the start of a new day. This location 
was not close enough for people traveling south, 
and too close for northbound traffic. We did not 
think it advisable to put too great a reliance on 
the highway as an important source of business. 


4. Public’s Opinion of the Need 


We always like to know whether the local citi- 
zens think that a new motor hotel has a good 
chance of success. Experience has shown, how- 
ever, that civic pride very often will make peo- 
ple favor the construction of a new motor hotel 
even if the facilities are not greatly needed. We 
have learned something about making allowances 
for this factor. We ask leaders of local government 
and industry to make concrete estimates of the 
patronage that a new motor hotel might be ex- 
pected to get from various sources. 

At part of one of our studies we interviewed lo- 
cal officials and businessmen very extensively be- 
cause our client was planning to construct rather 
large banquet facilities that would depend upon 
local patronage to a considerable extent. In the 
beginning we thought that a great need existed 
for such facilities simply because some “communi- 
ty boosters” were anxious to see them come into 
existence. 

It was fortunate that we sought many addition- 
al interviews, because we eventually found that 
there was surprisingly little function business in 
that particular community. We also found that 
the previous lack of facilities had resulted in pro- 
vision of them on the premises of many indus- 
trial firms near the site selected by our client. 


Continued on page 64 


What to Do 


Merge.. Diversity 


What to Do & Expand..Liquidate 


This article is written from the viewpoint 
of a hotel and restaurant operator — one 
charged with the responsibility not only of 
meeting payroll but also of providing “just” 
sales prices and room rates while maintain- 
ing stock values and dividends in a company 
with about 1,000 shareholders widely scat- 
tered across the nation. 

A general approach is made. Each situation 
a company faces establishes the specific ac- 
tion needed. This treatise therefore merely 
discusses movement possibilities without 
making specific recommendation. The Kahler 
Corporation has . . . 


¢ Acquired by lease a coin-operated laundry 
outlet. 

¢ Acquired by purchase of stock a wholly owned 
subsidiary dry cleaning company. 

¢ Acquired by purchase of assets and ground 
leases an additional laundry and an addition- 
al dry cleaning plant. 

© Constructed through investment and_short- 
term debt a downtown motel. 

¢ Sold one highway motel, leased and then 
canceled the lease on another motel. 

® Sold an old hotel property with resultant 
capital gains. 

e Investigated expansion in other towns and 
cities for downtown motor hotels in smaller 
communities and for convention centers in 
more populated areas. 

¢ Purchased outright, through contract for deed, 
a quarter downtown block with store and of- 
fice rentals. 

© Opened four parking lot operations. 
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Roy Watson, Jr. 
The Kahler Corporation 


Prologue 

At what level of administration does the hotel 
and restaurant industry operate? Can it justifiably 
be recognized as big? Is it BIG BUSINESS against 
which many decry? Or is it small business—the 
type which federal agencies would like to assist 
and for which the small business administration 
was established? 

Running the gamut from Hilton and Sheraton 
in metropolitan centers to the tiny drive-in Dairy 
Queen at the crossroads, the industry, per se can- 
not be categorized. Whether corporately headed 
or directed by an individual entrepreneur, the 
industry is comprised of a wide range of enter- 
prises. 

And within this range, there is a substantial 
number which can be classified neither as large 
nor small but merely as “moderate”. It is this 
moderate-size group that faces decision today. 
Whatever its direction of movement, this segment 
of our industry can no longer hang out the com- 
placent “business as usual” sign. 


Problems of Being “Moderate” 


Management in rooms, food, and beverage, in 
common with executives in other industries, must 
meet the pressures of sales competition and the 
demands of rising costs. Sales and costs, though 
interrelated, both entail special facets and prob- 
lems. For this reason, each must be considered 
separately. 


Q."S ED 


ROY WATSON, Jr., president and general manager of The 
Kahler Corporation, Rochester, Minnesota, is also treasurer of 
the American Hotel Association and president of the Cornell So- 
ciety of Hotelmen. After receiving his B.A. cum laude from Dart- 
mouth College in 1943, Mr. Watson served as a naval officer, In 
1948, he earned his B.S, with honors from Cornell’s School of 
Hotel Administration, Mr. Watson is past-president of the Roch- 
ester (Minn.) Hotel Association; the Minnesota Hotel Associ- 
ation; and the Northwestern Hotel Association. Also active in his 
community affairs, Mr. Watson has served as president of the 
Rochester Chamber of Commerce and a trustee of the Congre- 


gational Church. 


The Sales Dollar 
The income dollar must come first, regardless of 
internal concern for expenditure dollar allocation. 
Without income, there need be no concern for 
anything else. And truly, the sales dollar is getting 
harder to come by. 


“More” for the Dollar 

The public is exerting fierce pressure not only 
to drive the selling price down but also to get 
more for its dollar. This drive is aided and abetted 
by competitor's campaigns directed toward the 
same market. 


More Giveaways 

Operators now offer free this and free that— 
whether it be parking, television, or children’s 
accommodations under the family plan. Conven- 
tions and other groups ask for free meeting 
rooms, free exhibit space, and complimentary 
headquarters rooms. 


The “New Look” 

The public also wants a “new look” in accom- 
modations. Upgrading has been the byword of the 
small hotel man for several years. Despite package 
plans and “rooms of tomorrow’, renovation is a 
most costly procedure. 


New Demands 


Complicating the sales picture are such matters 
as shorter lengths of stay, the demand for simpli- 
fied menus, quicker service, and the customer ap- 
peal of specialty houses—charcoal broilers, oriental 
dishes, and the like. 
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Race for the Dollar 

Added to this burden of keeping prices down, 
give-aways, and upgrading is the changing com- 
petitive picture. Motels, motor inns, airport hotels 
—all with spanking new appointments and rela- 
tively low rates—compete with long-established 
hotels and restaurants in the community for a 
share of the transient customer’s dollar. 


Competition on All Sides 
This competition is not confined to one locality 
or even to regular business establishments. The 
operator faces competition from surrounding geo- 
graphic areas, from clubs and tax-free institutions 
(including schools and churches), and even from 
backyard living at home. 


RESTAURANT 
HOTEL 


What Next 


After a manager, 
be his operation a 
hotel or restaurant, 
has adopted the 
best, the newest, 
and the most un- 
usual ideas, what 
does he do next? 


Rising Costs 


The race for the dollar is made imperative by 
the steady tide of rising costs—taxes and wages— 
which cannot readily be passed on to the customer. 
These rising costs threaten to engulf the operator 
even when he adopts every legitimate method to 
offset them. 


Overhead Engulfs Operator 


Hotels and restaurants, by nature of their 
operation, have a substantially larger portion of 
their assets invested in real and personal property 
than do most other businesses. Consequently, they 
are faced with a staggering, fixed-cost load of real 
and personal property taxes, interest on borrowed 
money, and other long-time obligations. Despite 
aging structures, taxes increase every year. 

Like other industry, the service field is also 
considered fair game for government regulation. 
The high cost of government, both known and 
hidden, in the day-to-day, bed-and-board business 
is well nigh overwhelming. 


The Wage Spiral 


But taxes are only part of the picture. The mini- 
mum-wage bill, when and if applied to our in- 
dustry, will pile one more uncontrollable factor 
onto rising costs. Fixed wages equate most diffi- 
culty with production. In a manner of speaking, 
labor unions, especially those in the Northern 
states and certain Southern cities, have already 
established fixed-labor costs. 


Union’s View 
Some union leaders, it should be pointed out, 
are totally irresponsible in their attitude toward 
management's predicament. One business agent 
recently told an operator, “I don’t care if you lose 
a million dollars this year. I gotta have more 
money for my people!” 
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Costs Controls 


By and large, hotel and restaurant men have 
done an admirable job in cost control. This can 
be said even though the service industry, with ir- 
regular guest demands, does not easily lend itself 
to the efficiencies or production-line standardi- 
zation, 


Skeleton Crew 


The crisis of cost cutting has then been met. In 
many operations, little more than a skeleton crew 
is functioning—a crew, incidentally, below which 
it is impossible to reduce without going out of 
business. 


Yet Labor is Costly 


In discussing cost controls, labor costs have 
been emphasized because they represent a sub- 
stantial portion of overall costs. New materials 
and new techniques may help lower other costs. 

But these small cost savings, made with great 
effort, can have but limited effect in stemming 
the tide of uncontrollable fixed costs. 


Refrain for the Optimist 


So far, a dismal picture has been painted of the 
manager caught in a cost-price squeeze competing 
with other service operators handicapped in more 
or less the same fashion—all in a race for the 
customer's reluctant dollar, Is there hope for better 
days ahead? 

There are, indeed, factors to make us optimistic 
—factors which can be incorporated into success 
if hotel and restaurant managers are ready to take 
full advantage of them. 
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MORE PEOPLE one BAVEL+ MORE VACATIONS = MORE BUSINESS 


More People 


Foremost, perhaps, is the population explosion 
which means more potential business. Predictions 
vary as to the exact size of our future population 
but the 1960 census shows a vast increase. More 
babies are born. More people, thanks to medical 
science, live past retirement. More people will 


need to be fed and housed. 


More Travel 


America has become a nation on wheels and 
wings. There is more movement away from home 
in more directions and at higher speeds. Highway 
systems, jet aircraft, and better automobiles serve 
to make this away-from-home movement possible. 
More people away from home means more hotel 
and restaurant patronage. 


More Meetings 


The “convention habit” continues to grow. 
Meeting and greeting is a national byword and a 
natural market for our industry. Businessmen 
travel from city to city and even from coast to 
coast as readily as they once took up the tele- 
phone, The pace of business often requires per- 
sonal confrontation in selling and decision mak- 
ing. More meetings and more business travel, de- 
spite shorter stays, provide more potential busi- 
ness. 


More Holidays and Vacations 


Shorter work weeks and paid vacations for near- 
ly everyone—sometimes two a year—mean more 
leisure time, more travel away from home. In- 
formal living at home makes eating out and stay- 
ing in a hotel a special event and a change of pace 
for the family. 


In Brief... 


more people—vacationists, busi- 
nessmen, conventioners—can only mean more 
business in the future for the hotel or restaurant 
that readily adapts itself to meet the needs. The 
question is: What to do about it? 
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The Financial Side 


Whatever direction the successful manager 
takes to meet his immediate problems and plan for 
the future, he must consider matters other than 
costs, sales, and future potential. He needs fi- 
nancial backing. 


Credit 


The basic financial stability of the operating 
unit is paramount. This stability does not neces- 
sarily need to reflect a current ratio satisfactory to 
a banker or even a debt-free position. But the 
balance sheet must demonstrate good credit—one 
that permits the acquisition of funds through any 
one of a number of sources, It still takes money 
from somewhere to effect money-saving changes 
in equipment, or in plants or to extend sales effort 
into new markets. 

In investigations, the terms “cash flow” and 
“leverage”? appear again and again. Often the 
profit-and-loss statement is of considerably less 
importance as a guide than that which indicates 
cash flow. The funds available through depreci- 
ation “throw off” may well provide the energy for 
business movement. Accelerated depreciation pro- 
vides added immediate funds for debt retirement 
and, properly calculated, precludes excessive 
profits and the consequent excessive income taxes. 


Leverage 


“Leverage” is that phrase used to mean that a 
small investment with a large debt will generate 
adequate cash for debt retirement and adequate 
profit to cover carrying charges. A certain amount 
of surplus is assigned for debt retirement, The 
balance remaining in surplus still permits a fair 
percentage of return on the proprietor’s actual 
investment in the business. 


1 “Cash flow” may be defined as reported earnings with 
depreciation added back.—Ed. 

“Leverage” results from senior obligations on a prop- 
erty which produce an effect similar to that of buying 
securities “on margin,” magnifying the benefits of ris- 
ing values but operating in reverse when market 
Me shrink.—Ed. 


Leverage is thus the factor that encourages 
widespread, new developments. In essence, it is 
this simple: 


Invest $100,000 for a $500,000 property with 
$400,000 indebtedness. Assume a return after de- 
preciation of $70,000 per annum. With a carrying 
charge of 6% on $400,000, the interest would 
amount to but $24,000 a year, leaving a net profit 
of $46,000. Even after a 50% tax application, the 
actual profit would amount to $23,000—the equiv- 
alent of a 23% return on the actual cash invested, 


$100,000. 


This is the type of operation that is being sought 
today. 


Executive Staff 


In obtaining financial backing, another import- 
ant question must be answered. Is there avail- 
able an elastic, ambitious, and well-qualified ad- 
ministrative staff? Is this staff sufficiently elastic 
to overcome whatever time and distance are in- 
volved in new acquisitions? Can it efficiently and 
effectively spread its management ability? 

A careful analysis of the persons in the manage- 
ment of the parent company is an essential, pre- 
liminary study. Just how far can the talents of 
existing executives be spread before additional 
talent must be sought—and paid for? 


Dividends or Growth? 


Another key question, applicable to common 
stock companies of moderate size, is to determine 
whether it should become a blue-chip, dividend- 
paying firm or whether it should join the throng— 
ably led by the electronics industry—of “growth” 
companies. 

Dividends were once the primary earmark of 
“solid growth” and the market reflected operating 
results with a fair degree of accuracy. Today, 
many investors favor “future potential’—non- 
dividend paying “growth stocks.” “Growth” de- 
velops through appreciation of the existing hold- 
ings. 

The resultant capital gain can be realized when 
and if the stock or property is sold. This capital 
gain is taxed at 25%. Thus comes about the so- 
called “plow-back” of earnings and the use of de- 
preciation reserves when advantageous. 

Such growth ventures make sense, perhaps, be- 
cause it is extremely difficult and possibly even 
unwise to attempt to generate large dividends. 
Large dividends are not only heavily taxed on the 
corporate side of the venture, but the dividend 
recipient is also subject to taxes as well. 
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Whichever course is taken, some day there must 
be dividends, sale of the business, or total collapse. 
Common stock shareholders, widely spread across 
the country, watch carefully to discern manage- 
ment’s direction. What should management do? 


Alternatives Facing the Operator 


All of these facets pose problems for manage- 
ment, All of them point toward major decisions. 
All demand that management determine what to 
do. Obviously, there is no one course totally de- 
fensible. There are, however, several alternatives. 
And one or more may well be applicable to the 
operation under consideration. 

To survive, additional business activity is 
needed for any one firm or any one business in 
the hotel and restaurant industry. The move is 
called for by business conditions, by the desire of 
the owners, by the competitive situation, and by 
simply good business sense. 

The alternatives management faces are to ex- 
pand, to merge, to diversify, or to liquidate. It 
would seem that no single activity provides the 
total answer. Moreover, within each of these pos- 
sibilities there are diverse methods. Each offers 
reason for detailed inspection. 


Expansion 


“Expansion” is the term used to convey the im- 
pression of widening the business girth. It can 
mean going into new markets, either geographical 
or social, to sell the same products already emanat- 
ing from the original firm. 

Likewise, expansion can mean the assumption 
of new properties—locally or in another town, 
state, or country—which, essentially, afford similar 
type of business or service. In terms of diversifi- 
cation, a new side line complimentary to the pri- 
mary food and beverage business can be added. 
Or, another business totally dissimilar—precessing, 
manufacturing, distributing—can be acquired. 

Let us discuss for a moment the “how” of ex- 
pansion. Outright purchase is simplest. The hotel 
management analyzes another business and buys 
it. Usually, it is not that simple. The transaction 
can and might include only obtaining the capital 
assets. Then again, it might mean the purchase of 
all the common stock—or at least control of the 
voting stock in the second operation. 

The methods of purchase are multitudinous, in- 
deed. Purchase, of course, can always be a 
straight cash deal, but such a transaction seldom 
occurs today. Some purchases are accomplished 
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by contract for deed; others by mortgages; and 
still others by simple promissory notes. Whatever 
method is used, cash flow and leverage, and often 
income-tax considerations as well as profits are 
the determining factors. 


Leasing 

Expansion also takes place through leasing. 
Leasing is popular where capital funds are not 
immediately available to the expanding firm. For 
many, it is the only way in which expansion can 
be effected. 


Leasing has several advantages: 


© It does not tie up the operator's capital. 

¢ It is relatively easy to do and rapid to accomplish. 

¢ It is flexible. Businesses and properties available 
for lease range from planned new structures 
(usually erected by development concerns) to 
older operations available through estates or from 


aging management and which now provide secure 
income. 


Leasing has certain disadvantages: 


© Cash flow, an item of major concern, is lost to the 
operator through absence of the depreciation fac- 
tor. 


¢ A firm commitment is made for a long period of 
time. 


¢ The operator may not have the opportunity to 
establish standards or to be consulted in the 
architectural developments of the project, what- 
ever the nature. 


Construction 


Self-construction is another method of expan- 
sion. It does provide cash flow. This method also 
provides the opportunity to set up specifications 
for the new structure which may not be possible 
through leasing. The disadvantage lies in tying 
up capital during the construction period and of 
course the time required. In the long run, how- 
ever, construction is the most satisfactory method 
for expansion. 


To Sum Up 


Expansion demands that the trend of business, 
whether for a hotel, restaurant, or some other type 
of operation, must be thoroughly studied in ad- 
vance. Expansion makes it essential that potentials 
be checked and that a going business or a going 
concern not be expanded into simply because it is 
a going business or a going concern but rather be- 
cause it has an unfulfilled and underdeveloped po- 
tential. This is true because only through added 
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volume or effective tax savings by accumulated 
loss carry-over can expansion be fully justified. 


Merger 

The term “merger” is a vague one. It is used by 
realtors, buyers, sellers, and others to express the 
joining of two businesses. 

Sometimes a smaller firm will, in effect, “merge” 
with a larger one. The larger firm then, in effect, 
maintains its identity and incorporates the balance 
sheet and profit-and-loss statements of the smaller 
one into its own. Surprisingly enough, a small firm 
occasionally takes over a large firm, maintains its 
own name and eliminates the trade name of the 
larger business. 

Merging then is a common pooling of interest 
and may include the consolidation of operating 
personnel and management as well as that of bank 
balances, physical assets, and stocks. 


The Strong + The Weak 


In general, one of the firms in a merger is 
strong while the other is weak in certain parti- 
culars. This weakness can be exhibited in man- 
agement, credit, cash, or any one of several other 
categories. In reality, merging is a method of ex- 
pansion used to cover what, for all intents and pur- 
poses, is an actual sale. The term “merger” is 
often more acceptable to the lesser firm. It digni- 
fies selling out. 

Occasionally a real merger occurs wherein 
stock holdings are exchanged, positions are melded 
on boards of directors, and other financial con- 
siderations are met. A merger of this nature may 
be undertaken for tax purposes depending upon 
the financial conditions of the two firms, market 
value of stocks, and other contingencies. Properly 
handled by lawyers and accountants, values can 
be set to provide adequate depreciation and ac- 
counting records can be legally maintained so as 
to eliminate what otherwise might be a substantial 
tax liability. 

Generally speaking, if one firm has adequate 
capital and sufficient administrative staff, its merg- 
er with a lesser firm may not be recommended be- 
cause such a move tends to complicate adminis- 
tration and may also dilute the shareholder's in- 
terest. 

On the other hand, the merger of a hotel or 
restaurant business with one totally different may 
necessitate acquiring administrators who are 
knowledgeable in the new field. When this is the 
case, merging with a business in another field 
may be the best expansion vehicle. 


Diversification 


Diversification has been popular in all types of 
industries. Carpet makers operate boat works. 
Pencil makers manage cosmetic firms. Hundreds 
of examples can be readily called to mind. Al- 
ready there are many movements toward diversi- 
fication in the hotel industry. One major hotel 
chain, for instance, has the controlling interest 
in an automobile parts manufacturing firm. 
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Why this trend toward diversification? From a 
sales viewpoint, it is the matter of not having all of 
one’s eggs in one basket. Diversification can pro- 
vide a balance so that when demand for hotel and 
restaurant service is slack perhaps the demand 
for the product in the other operation is great. 
It also tends to balance the return on investment 
as well as tax liabilities. 


Many Roads Open 


Hotel men and _ restaurauteurs have many 
avenues to diversification, Basic business prin- 
ciples apply in the administration of industry. And, 
because of the heterogeneous talents required in 
service management, a hotel executive by nature 
is reasonably well qualified for the management 
of other types of enterprises. 

In laying out any plan for diversification, man- 
agement must first determine which direction to 
go. Geographical diversification, in terms of addi- 
tional hotels or restaurants, should be considered. 
The market is diversified, if not the offering. 


Allied Services 


Other complimentary service businesses closely 
aligned with hotels and restaurants offer oppor- 
tunities for diversification. Among them are com- 
mercial laundries, dry cleaning plants and cer- 
tainly allied transportation and communication 
fields. 

The latter might well include such operations 
as parking lots—ramps, pigeon holes, self service 


and other types; taxi cabs, buses, and sightseeing 
rental car agencies; and perhaps even radio and 
television stations. 


Recreation Field 


Because hotels and restaurants, even in large 
cities, are to a certain extent recreational institu- 
tions, the resort and sports fields would seem to 
be natural adjuncts. Resort operation is a good 
diversification to consider. So are golf courses, 
bowling alleys, swimming pools, marinas, tennis 
clubs, and similar enterprises. 


Liquidation 

Liquidation to many persons is a “nasty” word. 
True enough, liquidation in many instances is an 
unhappy process because it is a final step, smack- 
ing of giving up the struggle to survive. Because 
of this distaste and also because of false pride, 
many firms continue to operate a totally obsolete 
and profitless hotel or restaurant. This happens 
much more often than the industry wishes to 
admit. 


Need Obvious 


The need for ultimate liquidation is obvious 
long before steps are taken toward that end, Oc- 
casionally, liquidation becomes necessary quickly 
as the result of a sudden factor: a new highway 
by-passes the city or at least the hotel's location; 
a change occurs in the basic economics of the 
city; or some other unexpected event happens. 

But, as a rule, it is the old, totally depreciated 
property that should be done away with—a prop- 
erty which has long been on its last legs and is 
incapable of being rehabilitated. 


Money Down the Drain 


There is little financial sense in pumping vast 
sums of money into a property that is poorly lo- 
cated or which is entirely worn out. The results do 
not warrent such investment. 

Without depreciation, under present tax laws, 
there can be no cash flow. Without  suf- 
ficient sales, there can be no profit. And with 
the inefficiencies inherent in older buildings and 
the tremendous maintenance problem that grows 
day by day, it is difficult indeed to effect real cost 
reductions. 

Liquidation is the answer then for worn-out 
properties. 
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Liquidation Benefits 

Depending upon the special circumstances, 
there can be a tax write-off in demolition. Or there 
may be a capital gains on the sale. In many in- 
stances, the land upon which the structure is lo- 
cated is more valuable to someone else to use for 
another purpose. Such a situation could provide 
management with capital gains, which are taxed 
at a low rate, that are almost equal to a decade 
of earnings which are subject to high income tax 
rates. 

The industry should therefore not be fearful of 
liquidation when it is justifiable. In most in- 
stances, liquidation, properly carried through, 
increases values on the balance sheet rather than 
reduces them. 


Summary 

Business movement for hotel men and restau- 
rauteurs, regardless of the mode used or the di- 
rection taken, requires visionary imagination 
based upon hard, cold facts. Business movement 
demands thorough investigation backed up by 
keen administration. 

The decade of the “Golden 60's” may have 
sputtered at its start but 90% of the decade lies 
ahead. Many financial prognosticators maintain 
that the service field leads all others in oppor- 
tunity. In this field, or in one closely allied, or 
even in one totally different, the able business- 
man can still find abundant opportunity, Success 
is open to those who seek it—and to those not 
afraid to act upon their own good judgment. 


In a survey of 375 companies made recently by the National Industrial 
Conference Board it was ascertained that most of these companies supply 
their executives with credit cards. The ones most generally supplied are air, 
rail, and telephone cards. But 27 percent also pay for general credit cards, 
such as Diners’ Club, American Express, and Carte Blanche. This practice 
is followed, according to the companies reporting, because the cards elimi- 
nate the need for their executives to carry large sums of money while 
traveling and also make it. easier to obtain receipts for expense accounts. 
Some companies not supplying cards believe that card users tend to enter- 
tain more at the company’s expense. 


Outstanding senior debt, we believe, should not exceed half the fair mar- 
ket value of the real estate held. This is a safeguard against the ravages of 
possible future depressions. However, since the value of hotels is pro- 
portional to their earnings, when we increase the income through greater 
efficiency or by other devices, it is usually possible to raise additional funds 
by selling more debentures, provided the total outstanding senior-debt re- 
mains conservative. 

—Ernest Henderson in “The World of Mr. Sheraton” 
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Operation: Break Even 


By Paul C. Kilborn 


The last five years have produced a revolution 
in the traveling habits of the public that has 
created a crisis....in some cases disaster ....to 
the thousands of small city and town hotels 
throughout the country. Lavish new motels, faster 
transportation, and in many cases lack of urban 
renewal (especially in parking) have all been con- 
tributing factors of which we are well aware. 

Equally responsible, however, are the hotel 
owners and managers who have not “kept up with 
the times.” Maintenance of physical property has, 
in many cases, been sadly neglected. And sound 
business judgment in the cutting of costs, rear- 
rangement of services, and proper promotion and 
pricing have been definitely lacking. 

No doubt exists in our minds that we must exer- 
cise extreme daily vigilance in operating the Mark 
Twain Hotel just to maintain “Operation: Break 
Even.” 

In the coming years many small hotels will close 
their doors forever ....the result of lack of astute 
management and, of course, the ever-changing 
habits of the traveling public. Certainly it is our 
feeling that few if any hotels in smaller com- 
munities will ever again be profitable from the 
standpoint of standard business investment. Yet, 
as an important adjunct to community living, these 
hotels should be maintained if they can meet the 
minimum standards of economic feasibility. 


—P. C, K. 
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The Mark Twain 


The Mark Twain Hotel in Elmira, New York, 
was and is a typical example of what can happen 
during hard times. Ten years ago our 250-room, 
commercial hotel (built in 1930) had little or no 
competition in a greater metropolitan area of 
80,000 population. It consistently carried 12 to 15 
percent of gross sales down to net profit. 

Since 1950 a new roadway bypass has been 
built around the city on our main east-west high- 
way. Six motels with a total of 278 units plus 
the usual swimming pools and restaurants have 
developed around the perimeter of the city. The 
traffic-conjested downtown area has necessitated a 
confusing one-way street traffic system at our 
front door. In an operation grossing over one mil- 
lion dollars a year, net losses of 5 to 7 percent were 
realized in 1957, 1958, and 1959. 

Although the Mark Twain is “community 
owned and operated,” ownership lies in the hands 
of three families and the hotel is operated under 
a company owned by one individual. Since all 
people involved in the ownership and operation 
of the hotel have other varied and successful busi- 
ness interests, the community was not aware of the 
critical situation that existed at the hotel, 


all 
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PAUL C, KILBORN (Cornell 50) was Vice President and 
Manager of the Mark Twain Hotel up to January 31, 1961. On 
February 1 he took up his new duties as Assistant to the Gen- 
eral Manager of the Zeckendorf Hotel Company in New York 
City. Before joining the Mark Twain, Mr. Kilbourn was owner- 
manager of the Hotel Langwell in Elmira. He is a member of Phi 
Kappa Phi and of the Sigma Chi fraternity. Mr. and Mrs. Kil- 
bourn (the former Justine Bryden Du Val) have two daughters. 


Enlisting Community Support 


Our first step in informing the public of our 
plight—in order to engender their support—was to 
form a “Community” Board of Directors, Ten com- 
munity leaders, including business and profession- 
al men and one municipal official, were invited to 
serve on this board with regular monthly meet- 
ings. Executive Committee and other committee 
meetings were scheduled more often. 

The purpose of this step was two-fold. First to 
inform the public, as financially disinterested but 
community-interested citizens, of the need for 
their active support in directing as much business 
as possible to our hotel. By means of letters, phone 
calls, general conversation and publicity, this 
Board has brought the Mark Twain’s story to the 
local population. Secondly, these members, ex- 
perienced in business and industry, have given ad- 
vice on financial and management policy which 
has been greatly beneficial in “Operation: Break 
Even.” 


Room Promotion 


Since room revenues are normally the most 
profitable segment of our business, a concerted 


drive to increase occupancy was begun in late 
1959. 


Conventions 


The Mark Twain Hotel has been noted for the 
large number of conventions served during the 
past ten to fifteen years. Our convention sales ef- 
fort was good. During the last eighteen months we 
have been even more active. Through local con- 


tact, vociferous correspondence, and personal sales 
trips, our convention business has been expanded 
15 percent. 

It was also our hope to form an active conven- 
tion bureau under the auspices of our local As- 
sociation of Commerce. The idea was to engage 
a salesman to head up the Bureau—one who would 
solicit financial support from downtown and other 
related businesses—and carry on a full-scale pro- 
motion program among the many convention 
groups within the state and region. 

This effort, unfortunately, was not successful 
even though it was given a nine-month trial. The 
failure can probably be traced to improper selec- 
tion of the man heading up the program and to 
inadequate education of those whose financial 
support was needed. Other somewhat larger com- 
munities have found convention bureaus success- 
ful, and we still have hope of eventually bringing 
it about in Elmira. 


Tour Groups 

As an adjunct to our convention and group busi- 
ness, we have actively solicited vacation motor- 
coach tours from larger metropolitan areas to or 
through our city. Elmira is just one day’s drive 
from New York, Philadelphia, and Baltimore. 
Motor coach tours in these cities are presently 
thriving. Tour companies normally prefer to stay 
off thruways or expressways to provide a break 
in the monotony for their patrons. Elmira is thus a 
normal stopping point for trips going to and from 
one of their main attractions, Niagara Falls. This 
attraction, coupled with the Corning Glass Center 
(which attracts over a million tourists annually), 


Watkins Glen, and the entire Finger Lakes Re- 
gion, gave the Mark Twain assets deserving of 
proper promotion. 

During 1960 (May through October) over 200 
motor coach tours, averaging forty persons each, 
stopped overnight at the Mark Twain Hotel. For 
1961, we have promoted three-and four-day tours 
which will be centered at the Mark Twain Hotel 
and include daily activities with visits to the at- 
tractions previously mentioned plus parties and 
other entertainment within the hotel. 

This business was considered so important that 
a special—but inexpensive—two-color, four-page 
brochure was printed and supplied the tour com- 
panies free of charge for their own company’s im- 
print in soliciting business for the “Finger Lakes 
Tour” and the Mark Twain Hotel. Already we 
have booked thirty-four of these special three-day 
tours for the 1961 season. This represents business 
in addition to our regular one-night tours stopping 
over on their way to Niagara Falls, Canada, and 
other points. 


Parking 


Like other city hotels, much of our commercial 
business has been drawn away by new motels in 
the area. Convenience of parking, new and up-to- 
date accommodations appear to be the deciding 
factors. 

Two years ago the Mark Twain was forced to 
offer free parking. Unfortunately, this situation 
has not been completely solved. Due to a lack of 
capital, we were unable at that time to purchase 
our own property for parking. As a partial solution, 
we offered free overnight parking (4:30 p.m. to 
9:00 a.m.) in a municipal lot within one block of 
the hotel and provided free pickup and delivery 
service. This arrangement costs the hotel 25¢ per 
car each night, and guests desiring to leave their 
car in the lot during the day are charged at the 
rate of 15¢ per hour, or a maximum of 75¢. 

Recently, we acquired the property adjacent to 
the hotel on which we plan to construct a drive-in 
entrance connecting into the municipal lot. This 
entrance will give us another favorable factor 
from a competetive standpoint. Free parking plus 
ease in access and egress are absolutely essential 
to the small town hotel. 


Renovation 
The Mark Twain, like many other hotels, main- 


tained its building well, but unfortunately the fur- 
nishings were oldfashioned and out-dated. The 


comforts of yesterday are not appealing today, To 
help solve this problem, several possible solutions 
were investigated. 

In 1960, the hotel sold 120 television sets that it 
owned and installed 250 new sets, one in each 
room. These new sets were obtained on a rental 
basis from one of the large national concerns. 

At the same time new TV sets were rented, we 
carried on extensive negotiations for the rental of 
furniture, carpets, and drapes. The average furni- 
ture rental cost of 45¢ per room each day over a 
five-year period seemed excessive. So this idea was 
discarded. Not having a large amount of cash on 
hand and not being able to borrow any sizable 
amount (due to previous low earnings), we chose 
what seemed to be the only alternative. At a cost 
of about $600 per room we are installing new fur- 
niture and, where necessary, new carpet and 
draperies in eight rooms each month, making this 
a continuing program, with standardization of 
fixtures purchased from one institutional contract 
dealer. 

Large poster placed signs in our lobby and on 
guest floors tell this story to the public and ask 
for their indulgence. This renovation program, 
scheduled to take two and a half years, should 
help bring back to the hotel that segment of busi- 
ness particularly attracted by modern accommo- 
dations. 


The Peddlers’ Club 


As a gimmick to “woo” individual commercial 
business away from motels—so that we might 
demonstrate our free parking facilities, newly re- 
furnished accommodations and other standard 
hotel services not found in motels—the “Peddlers’ 
Club” was instituted in the spring of 1959, This 
promotion has been tremendously successful, writ- 
ten up in the national trade press, and copyrighted 
by our hotel corporation. 

The Peddlers’ Club limits its membership to 
regular traveling commercial men. The member- 
ship card, obtained by written application to the 
management, entitles each member to the follow- 
ing advantages: 


® Guaranteed Reservations at all Times. 

Many salesmen complained in the past that their 
reservations were not honored at the time of a 
convention when the hotel was oversold. Too, we 
endeavor to hold back a certain number of rooms 
at convention or other busy periods, telling mem- 
bers of the Peddlers’ Club that they can call us 
any time before 6:00 p.m. and be guaranteed ac- 
commodations for that night. 


® Room Rate will not Exceed our Minimum Tariff 
For Single Occupancy. 
We guarantee minimum rate to all who request 
it; however, many salesmen prefer higher rate ac- 
commodations and are charged accordingly. 


Complimentary Accommodations after Nine Visits. 
Each Peddlers’ Club card has nine squares on 
each end, After each visit our Cashier punches 
one of these squares. When nine squares have 
been punched, the next visit is with our compli- 
ments. 


Wife Is Always Our Guest. 


When members of the Peddlers’ Club are travel- 
ing with their wives, there is no additional charge 
made for double occupancy. 


It is also our hope to establish a Peddlers’ Club 
Room with the usual easy chairs, magazines, 
papers, poker and card tables, color TV set and 
possibly a small bar set up from 4:00 p.m. to 10:00 
p.m. with combination waiter-bartender, 


Highway Signboards 


To promote the Peddlers’ Club, a large cut-out 
of an old fashioned “drummer” was attached to all 
our road signs with the notation “Home of the 
Peddlers’ Club.” This sign elicited considerable 
comment and inquiry. Road signs, incidentally, 
have helped to increase our room business. We 
now have fourteen, large lighted boards on high- 
ways approaching Elmira emphasizing family 
rates, Peddlers’ Club, free parking, television, and 
our fireproof construction. 


Service Stations 


The Mark Twain has also actively solicited the 
support of service stations. Every year the hotel is 
host for cocktails and dinner to the members of 
the local gasoline service station association, which 
gives the management an opportunity to say a 
few words asking them to support “their com- 
munity hotel.” 


Local Industry 


Local industry was also invited to help us obtain 
additional room occupancy. At a special meeting 
of the Purchasing Agents Club of Elmira (out-of- 
town salesmen call on them regularly ), each mem- 
ber was given a supply of especially printed cards 
to be filled in by visiting salesmen. 

The card sought answers to such questions as: 
“Are you staying at the Mark Twain?” “If not at 
the Mark Twain, Where?” “If not staying at the 
Mark Twain, Why?” Information obtained from 
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the cards has given us an opportunity to rectify 
small, particular complaints—the type of which 
management is often unaware. Many salesmen 
were frank about signing their names. Each of 
them received a personal letter and many of them 
came back to the hotel. Our appeal to business 
and industry helped make local residents con- 
scious of the plight of their community’s hotel. 

In 1960, employing the practices outlined above, 
the Mark Twain increased its occupancy four per- 
centage points over 1959. The average daily-room 
rate also increased about 65¢. The results were 
encouraging, to say the least. 


Food Promotion 


Food presented a problem both in promotion 
and pricing. 

Guests staying in the hotel, we found, were go- 
ing out to dinner — usually to restaurants specializ- 
ing in steaks. Moreover, Elmira residents were not 
coming downtown for dinner at the hotel. 

The Mark Twain’s food volume totals about a 
half-million dollars annually, of which 40 percent 
comes from banquets and parties. Regular lunch- 
eon business was good—about three hundred per- 
sons served daily. Yet, the average check was not 
much more than one dollar—far too low for the 
service and cost involved. 

The solution first adopted was to drastically in- 
crease our luncheon prices and, by making a slight 
upward adjustment also on breakfast prices, the 
average check was boosted considerably. Although 
regular customers voiced discontent at first, their 
number dropped but slightly and total revenue 
rose considerably. Experience, we have found, 
proves that it is more advantageous to “nickle and 
dime a menu” than to make drastic price adjust- 
ments all at once. 


Saturdays 


In regular dinner business—like many other 
hotels without a specialty restaurant to attract the 
public—we lost business to local restaurants and 
clubs. As an offset, the Mark Twain inaugurated a 
“Smorgasbord Dinner,” elaborately and carefully 
presented, on Saturday nights in the New Orleans 
Room (main dining room). At the outset, the price 
was only $2.50, which was increased over eighteen 
months to $2.95. Between 125 to 150 covers are 
now served each week—representing business that 
was going elsewhere. To help our kitchen staff 
learn to make an effective presentation, we took 


our chef and garde manger to New York for three 
days so that they could observe and enjoy smor- 
gasbord luncheons and dinners offered at the 
better-known New York restaurants. This helped 
them tremendously. 


Sundays 


On Sunday nights we have been equally suc- 
cessful in presenting a Roast Beef Buffet at $3.50. 
Hot prime ribs of beef and baked ham, carved be- 
fore the guests, along with a less elaborate but 
equally attractive smorgasbord-type buffet have 
brought us an additional 70 to 100 covers on this 
normally slow night. 


Dinner of the Month 


In September 1960, we inaugurated a “Dinner- 
of-the-Month Club” a syndicated national pro- 
motion being used in other hotels. (For those 
hotels that have not been approached by this Com- 
pany, organizers come into the community and sell 
memberships which entitle the subscriber once 
each month to two dinners for the price of one. 
The $8 membership is split, $6 going to the Com- 
pany as compensation for its promotion and $2 
going to the hotel. 

The Mark Twain found it wise to put limita- 
tions on holidays, Saturday night smorgasbord 
(already successful), and to specify that the higher 
priced dinner is the one to be paid for. This pro- 
motion resulted in a tremendous increase in 
dinner trade, but its success cannot be determined. 

It remains to be seen whether this new vol- 
ume is sustained at the end of the year’s member- 
ship and/or whether the members came to the din- 
ing room at other times in the month. Since we 
operate at an average 35 percent net food cost, 
we do not feel that we are actually losing money 
on the Dinner-of-the-Month Club, and if this pro- 
motion increases our liquor sales — which it has 
slightly — we can cover our additional overhead. 


Complimentary Cocktails 


To capture more of our transient hotel business 
for dinner, we have instituted a complimentary 
cocktail to all guests of the hotel ordering dinner. 
The guest is given a numbered ticket as he registers 
which entitles him to one complimentary cocktail 
or drink of his choice when he orders dinner in the 
hotel. Guests are given only one cocktail card dur- 
ing each stay and must use it within five days which 
prevents the cards being held and used for a party 
after several visits. This policy has been in effect 
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only a short time. Although this complimentary 
cocktail has boosted dinner business at an average 
cost of only 19¢ per drink (partially offset by a 10¢ 
increase in the du jour dinner price) it is still too 
early to report the overall effect on the advertising 
budget to which it is charged. 


Banquets 


In banquet business the hotel has done exceed- 
ingly well—large volume at good prices. Recently, 
however, two local restaurants have built banquet 
facilities and their price competition is severe. A 
number of parties that would normally come to the 
hotel have been wooed away by lower prices. Our 
minimum banquet cover price was $3.50 with an 
average dinner check of over $3.80. 

We have found it necessary, and the policy has 
been successful, to submit a second menu titled 
“Budget Banquet Suggestions” with prices rang- 
ing from $2.25 up. This budget menu has been 
stripped of all luxuries—relishes, and expensive 
appetizers, vegetables, desserts—and includes only 
those entrees from which we can derive a good 
food cost, such as chicken, brisket of beef, etc. For 
these budget banquets we have cut service per- 
sonnel so that appetizers and salads are placed on 
the table prior to the banquet wherever possible, 
and each waitress is expected to serve twenty 
guests instead of the usual ten to fifteen. 

The buffet banquet has also lowered our food 
labor cost because fewer service personnel are 
needed. Buffets are popular with the public and 
we try always to offer some specialty that our 
competition cannot successfully duplicate. 


Catering Service 


We have more fully developed our outside 
catering service. Although overhead was low—we 
maintain only a small truck and a few pieces of 
portable heating equipment—we were not, in this 
non-competetive field, obtaining a high enough 
price for our service and product. New pricing 
now utilizes the hotel's present banquet prices 
and adds the following extra charges which nor- 
mally would be included in the quoted price if the 
function were served at the hotel: all service labor 
at $1.25 per hour; rental of equipment including 
china, silver, glassware, linen, tables, etc., 35¢ to 
50¢ per person (the higher price for a smaller 
function); transportation at 35¢ a mile with a 
minimum of $5. 

Outside catering accounts for about $50,000 in 
additional food revenue to the hotel annually. The 
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Mark Twain has catered for weddings as far away 
as one hundred miles from the hotel and regularly 
provides service for monthly board of directors’ 
meetings in several banks and industries, Cocktail 
parties as well as large community dinners in the 
Elmira Armory are served outside the hotel. 


Beverage Promotion 


Beverage sales, which were extremely low in 
ratio to our food sales, have increased greatly dur- 
ing the past eighteen months. 


Entertainers 


One of the first decisions we made was to en- 
gage a good, single cocktail-lounge entertainer 
from New York City. A budget was set up includ- 
ing about $200 a week plus complimentary room 
and a 50 percent discount on meals. A manage- 
ment representative went to New York to audition 
new entertainers every six to eight weeks. (We 
have found that an engagement of this length 
seems best so that our local public does not tire 
of the offering. When an entertainer proves to be 
unusually popular, we sign them before they leave 
for a return engagement six months later.) It 
should be emphasized that personal audition is all 
important; otherwise, some large booking agencies 
send inferior talent. 

This entertainment budget may seem high to a 
small hotel operator, but we found that drink 
prices could be increased 5¢ and that local re- 
sponse to “top notch” entertainment was excel- 
lent. Further, we have offered the services of these 
entertainers for short ten-minute periods to private 
evening parties in the hotel, which not only 
created goodwill but afforded extra advertising for 
the attraction in the cocktail lounge. 


Other Sales “Gimmicks” 


Other “gimmicks” include the usual king-size 
cocktails, complimentary hors d’oeuvres and pre- 
senting cocktails in a carafe, bedded in a bow] of 
ice. For certain specific times of the year, the 
many suggestions and ideas of the various liquor 
distillers and distributors have been most success- 
ful in the promotion of beverage sales. 


Banquet Beverage Sales 


To increase banquet beverage sales, bars are 
suggested for all private parties. If the group is 
small, a buffet “honor bar” is set up where the 


guest pours his own drink and puts his money in a 
basket provided on the bar table. For larger 
parties, of course, we supply portable bars with 
bartenders and cashiers if necessary. 

To encourage wine sales at banquets, especially 
banquets for which individuals have purchased 
their own dinner tickets—a civic function, club or 
other large affair—an abbreviated wine list is 
placed on each banquet table. This wine list in- 
cludes two red wines, two white wines, domestic 
champagne, and sparkling burgundy. The moment 
banquet service starts, a special waiter goes to 
each table and inquires if he may bring a bottle 
of wine to be enjoyed with the dinner. When this 
practice is followed, about 20 percent of those 
attending take advantage of the offer. Our wine 
sales at banquets have increased from practically 
nothing to over $600 a month. 


Purchasing 


Many small hotels could reap an additional 
profit of .05 percent to 1 percent of total sales 
through more careful purchasing. Management 
and department heads, all too often, establish un- 
broken chains of buying with “favorite-over-the- 
years” suppliers and do not shop for the best 
price. When purchases of more than $50—other 
than food and beverage—are made, many are 
content to place the order with the same “old re- 
liable” supply house. 

The Mark Twain Hotel made a $900 savings in 
the replacement of china alone in 1960. The same 
brand of china was purchased but through a dif- 
ferent source. Profits of the same magnitude were 
carried into other staple items, such as linen and 
silverware. For example, over $600 difference 
existed in the bids from three companies for our 
last sheet and pillowcase purchase. 

In our operation we have been cautious to select 
recognized institutional supply houses for items 
where future service is desired, When service was 
not a factor, and where brand or at least the 
quality were the same, we have not differentiated 
from “New York City, Chicago or even south to 
Miami.” Something of course can be said for buy- 
ing locally. We have endeavored to do so, but only 
if the price was right. Small hotel operators across 
the country would do well to check prices—during 
the National Hotel Exposition and again at the 
Mid-West Hotel Show in Chicago—with various 
contract dealers and other suppliers of merchan- 


dise regularly used in hotels. 


In purchasing food and beverage, we have, 
above all, endeavored to maintain quality. Here 
again, as compared to the large hotels, the small 
house tends to buy from one source and does not 
“shop properly.” Large hotels regularly go to the 
markets and check the prices of all purveyors. 


Payroll Control and Budgeting 

Labor being our largest single expense, we took 
immediate measures to reduce payroll in “Opera- 
tion: Break Even.” In 1958, overall payroll cost at 
the Mark Twain Hotel averaged better than 40 
percent. It became quickly evident that services 
had to be cut in order to bring this figure in line 
for profitable operation. 

After careful analysis, we found that our food 
operation extended over too many hours. Previous- 
ly, our kitchen closed at midnight. Now it is closed 
through the week (Monday through Thursday ) at 
10:00 p.m. and on Sundays at 8:30 p.m. Several 
other services within the hotel were also curtailed. 


Payroll Control 


To facilitate proper payroll control, all depart- 
ment heads at the Mark Twain submit to manage- 
ment each Thursday the forthcoming week’s “work 
schedules” for all employees within their depart- 
ment. 

These schedules are first prepared by the de- 
partment head, who is supplied with the antici- 
pated weekly “house count sheet” compiled by the 
Front Office and with the weekly “function sheet” 
prepared by the Banquet Office, which also notes 
special events within the community that may ef- 
fect public dining room volume. Management 
spends considerable time the latter part of each 
week going over these work schedules so as to 
bring employee hours in line with anticipated 
business. 

This practice, though proving somewhat rigorous 
at the beginning, has worked out well. During 
slack periods we reduce the number of employees 
in the Front Office, Housekeeping, Maintenance, 
Food and Beverage departments to five, four, or 
even-in special weeks-to three days. 

In addition to a “weekly schedule,” key depart- 
ment heads (such as the Housekeeper, Head 
Hostess and Steward ) are informed at 4 o’clock in 
the afternoon of the anticipated house count for 
that night so that even greater savings—or in some 
cases additions-can be effected. Naturally, this 
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procedure calls for close cooperation between the 
management and all department heads and re- 
quires an educational program that takes time to 
perfect. 


Workmen’s Compensation 


As an added thought on payroll cost, the Mark 
Twain joined the Hotel Safety Trade Group in 
1959 to obtain the benefit of group rates on work- 
men’s compensation insurance. This service, of- 
fered through our state hotel association, has 
helped us reap great benefit under the capable 
direction of Mr. James Rogers. In connection with 
our workmen’s compensation cost, we have not 
only instituted an active safety program within 
the hotel but are also careful to require a complete 
report of any employee accident from the depart- 
ment head. All formal accident reports to be sub- 
mitted to the Workmen’s Compensation Com- 
mission and to our insurance group must first be 
carefully scrutinized and attested to by manage- 
ment. This, too, has had a noticeable effect on 
compensation costs. 


Budgeting 


Budgeting of other expenses is in its embryonic 
stage in our operation. As is true for large indus- 
try and for government on all levels, we feel that 
budgeting is a necessary tool to profitable opera- 
tion. By using national averages as set forth an- 
nually by the two hotel accounting firms, Horwath 
& Horwath and Harris, Kerr and Foster, we hope 
to develop a budget system for expenses in all 
departments. It has already been determined that 
certain national averages—due to particular dif- 
ferences in our physical plant and other factors— 
will not be entirely applicable to our operation. 
On the other hand, these averages provide an 
excellent guide. 

In the beginning, our budget is set to operate 
on a three-month basis, utilizing both past history 
and knowledge of actual future bookings to de- 
termine income figures. Costs, other than capital 
expenditures, are geared to income and it is our 
intention to make department heads fully aware 
of the goals which we have mandatorily set for 
them. This system, although it sounds compli- 
cated, was created in a relatively short time and 
we hope it will be fairly accurate within a year or 
two. Capital expenses (as mentioned earlier in this 
article under furniture), we try to anticipate for 
the entire year. 


The Retirement Hotel 


What factors should management consider 
before converting a hotel into housing 
for the growing number of retired persons? 


Morris V. Shively* 
Manager, The Claridge 
Oakland, California 


A Market for Older Hotels 


The miracles of modern medicine combined 
with our exploding population have created a 
“senior citizen” segment in our country of about 
27 million persons. Statisticians tell us that this 
group will nearly double by the end of the century. 

Adequate housing to accommodate these older 
citizens is sadly lacking in nearly every section of 
the United States. Factors contributing to this 
alarming housing problem are urban renewal, new 
building codes, and the redevelopment agencies 
that modernize our cities but also disrupt housing 
formerly available to the aged. 

Hotel men all over the country have before them 
a ready made market. The “retirement hotel” is 
particularly adapted to the hotel on the down- 
grade commercially—one that has lost its transient 
economic value. 


*Morris V. Shively was graduated from the U.S. Naval 
Academy in 1942 and served with the U.S. Marine Corps 
from 1942 to 1950. He retired from the service (because 
of a war-time physical disability) with the rank of major. 
In 1953, he earned a second B.S. degree from the School 
of Hotel Administration at Cornell University. 

Prior to and following his graduation from Cornell, Mr. 
Shively worked at several West Coast hotels and for 
Stouffer’s Restaurants in Chicago. He managed the Don 
Hotel in Richmond, California, and the Alexander Hamil- 
ton Hotel in San Francisco before joining his present 
partners, Carl Arnold, Cornell ’42, and Thomas Marshall, 
Cornell ’52, in the operation of three retirement hotels 
in the San Francisco area. 


New motels and hotels that are opening every 
day provide better parking facilities, more modern 
conveniences, and a better rate structure for the 
services offered. The older hotel that is still in 
good operating condition but losing business 
steadily to newer competition may be a ripe candi- 
date to provide housing for the retired. 


The Oldsters’ Viewpoint 


Many pertinent factors should be considered 
before a hotel operator undertakes the conversion 
of a transient hotel into one for senior citizens. 
(Note that I use the words, “senior citizens.” ) The 
problem involved is that of identifying the po- 
tential clientele as being “aged.” Retired persons 
in the United States greatly dislike the stigma at- 
tached to being considered “aged.” 

Management must be cognizant of the psycho- 
logical barriers created among potential guests 
when a hotel is referred to as being especially 
planned for the aged, the crippled, or the other- 
wise infirm. In selling hotel accommodations to 
senior citizens, a subtle approach must be used 
that makes no reference to age or handicaps. 

It would be well for anyone who contemplates 
opening a retirement hotel to do considerable re- 
search on the oldsters to develop an appreciation 
of their problems, especially their requirement in 
housing and food. 


Services for the Retired 


The retirement hotel operation that seems to be 
most successful is the one offering food and lodg- 
ing with no provision made for medical services. 
The cost of incorporating nursing and other medi- 
cal facilities into a transient hotel operation could 
well be prohibitive at the outset. 


The type of senior citizen for which the retire- 
ment hotel can best provide housing is the active 
older person who is still ambulatory and can care 
for himself. This article will thus be restricted to 
an operation serving this type of clientele, outline 
the means by which the decision to convert can 
be made, as well as consider some of the problems 
that may be encountered in establishing and 
operating a retirement hotel. 

This article has been developed primarily from 
my own experience in managing The Claridge, a 
retirement hotel in Oakland, California. My part- 
ners, Carl Arnold, Cornell ’42 and Thomas Mar- 
shall, Cornell 52, converted the first successful 
retirement hotel in San Francisco, The New Con- 
tinental, three years ago. Their experiences in 
pioneering this “conversion” have been of invalu- 
able assistance to me in the management of The 
Claridge. 


Factors Involved in Conversion 


The most important factor to consider in con- 
verting a transient hotel into housing for the re- 
tired is that of location. 


Downtown Location 


From my experience, any transient hotel being 
considered for conversion should have a down- 
town location. The senior citizen has many needs 
that only a metropolitan location can satisfy. 


A few of the community services important to 
the oldsters are: 


¢ Public transportation. The older person is, as a 
rule, completely dependent upon public transit 
systems. Thus, he wants to be close to bus lines 
and other such facilities that provide him with 
mobility. 


® Churches. All faiths are generally represented in 
downtown churches and religion plays an impor- 
tant role in their lives. 


© Entertainment. Libraries, public parks, the legiti- 
mate theater as well as movie theaters, museums 
and other such places for recreation and amuse- 
ment are generally located downtown. 


© Senior Citizen Centers. A recent innovation, these 
centers are located in the downtown area of most 
cities and afford many types of adult education 
and recreation. 


® Medical centers, hospitals, and doctors’ offices. 
These facilities are available in urban centers. 


© Metropolitan diversions. These include parades, 
shop windows, and the stimulation of city life and 
civic events which provide interest in the lives of 
retired persons who have nothing but time on 
their hands. 


Hotel Size 


Another consideration almost as important as 
that of location is the hotel’s size. Ideally, the hotel 
under consideration should have 100 or more 
rooms because of the rate structure that must be 
set to attract older residents. 


Pensioners generally are not a well-to-do group. 
In most instances, the retirement hotel caters to 
people deriving their incomes from social security, 
insurance policies that have matured, and other 
forms of pension. 


The retired person with a fixed income is a 
casualty of this country’s escalator inflation, and 
cost of goods and wage spiral. What was once an 
adequate retirement income, when planned thirty 
or forty years ago, now represents just enough for 
the retired person to eke out an existence by his 
former standards. In many cases, financial assist- 
ance is needed from relatives and welfare groups. 


Rate Structure 


The rate structure for this type of clientele must 
of necessity stay within the range of $90 to $150 
monthly per person for food and lodging. The 
rates can fluctuate according to the type of room, 
the type of food and service provided, and the 
other special accommodations available. To main- 
tain this rate structure, the hotel’s size is basic if 
the hotel man is to realize an income commensu- 
rate with what he might earn from operating his 
hotel as a successful commercial venture. 


To exemplify the importance of location plus 
size plus rate structure, recently one of the older 
hotels in California made an unsuccessful attempt 
to convert to a retirement haven. This hotel, al- 
though its physical structure was excellent for a 
retirement operation, lacked the community serv- 
ices outlined above and its rate structure, because 
of its limited number of rooms, was beyond what 
most senior citizens could afford. 
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The Hotel Structure 


There are basic physical needs that an aging 
hotel should possess for successful conversion. 
These needs may not be present in the property 
under consideration, but they might be arranged 
with a few, simple structural alterations. While not 
all of these needs are absolutely essential, if too 
many are lacking the hotel may have a difficult 
time attracting clientele. Some of these require- 
ments are: 


1. Adequate lobby area. Permanent guests need 
sufficient lobby space for recreation and _ social 
functions and to give them a release from the con- 
finement of their rooms. When the lobby and 
mezzanine areas are sufficiently large, you can 


develop 


¢ A card room, sewing room, music room, library, 
TV room. At The Claridge we have two TV 
rooms and carry different channels on each set 
to satisfy guest preferences. 


e A large room where movies, bingo games, and 
community sings can be organized, (At The 
Claridge we improvize by using our dining 
room for such functions. ) 
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Upper left: The Claridge Hotel is located in down- 
town Oakland, Calif., an area with good year-round 
climate. 

Lower left: Roof garden of hotel overlooks San 
Francisco Bay, providing a scenic view as well as a 
place for sun bathing and relaxation. Above: 
Spacious, ornate lobby gives older residents a lounge 
area in an atmosphere prized by their generation. 


. Dining room of adequate size. Since eating is one 
of the day’s high points for the senior citizen, the 
dining room must be well appointed and large 
enough to accommodate all guests for fixed-hour 
meals. 


. Kitchen to produce required food service. The 
kitchen must also be sufficiently large to produce 
the required number of meals properly and ef- 
ficiently. 


. Telephone switchboard and telephones for each 
room. Twenty-four hour switchboard service is 
essential to the senior citizen for the emergencies 
that may develop. 


. Self-operating elevators. Elevators are essential to 
the older person who often has trouble negotiating 
stairs. Because elevator operators add to labor cost, 
it is most economical to have the self-operating 


type. 


Guest rooms of fairly large dimensions. The per- 
manent guest makes his room his “home.” The older 
guest needs considerable space in which to maneu- 
ver and adequate closet and storage room. Hotels 
built twenty-five or thirty years ago, when con- 
struction costs were lower, are more likely to have 
sizable guest rooms and storage space than are the 
modern transient hotels. 


7. Develop the hotel’s grounds and _ surroundings. 
Grounds, although not essential, allow the hotel to 
develop flower gardens, putting greens, and even 
to add a swimming pool. Such developments pro- 
vide pleasant hours of diversion for senior guests. 


The Claridge, lacking grounds, has a spacious 
roof garden where its guests enjoy a panoramic 
view of Berkeley, Oakland, and of the San Fran- 
cisco skyline, the Bay, and the Golden Gate 
Bridge. In what amounts to the luxury of having 
their own backyard, the guests are gardeners and 
sun bathe during the summer months. A hotel with 
a view end a flat roof can install a plank deck and 
provide superb recreational facilities for its guests. 


Program for Conversion 


Once it is established that the hotel in question 
satisfies enough of the foregoing prerequisites, the 
conversion to a retirement hotel can be under- 
taken. When operating capital is lacking, a semi- 
conversion is a possible solution at first, Transient 
business can be continued with a certain number 
of rooms while the others are prepared for con- 
version. Some hotels never fully convert to the 
retirement operation but always maintain a certain 
nucleus of rooms for transient business. 


One method for conversion is outlined below: 


e A target date is set when the hotel will officially 
announce its opening for business as a retirement 
hotel. 


© Sample rooms are redecorated and arranged to show 
and rent to prospective “senior” guests. 


© Lobby, mezzanine, and other areas are rearranged 
and altered to provide recreational facilities pre- 
viously mentioned, These structural alterations can 
be accomplished gradually if finances are not avail- 
able for the overall plan. Priority being a matter of 
conjecture, the operator must use his own judgment. 


® The kitchen and dining area are equipped and 
otherwise made ready for the time when the hotel 
will begin serving the senior citizens. 


¢ An advertising and sales program is established. A 
retirement hotel makes interesting copy for local 
radio, TV, and newspapers. The local Council of 
Churches is generally deeply interested in housing 
for the elderly. Advertisements should be placed in 
local newspapers and often the hotel’s purveyors 
underwrite a large display ad announcing its grand 
opening. Advertisements should also be placed in 
church bulletins, retirement magazines, and other 
periodicals having good local coverage. 


¢ A brochure outlining the plan in detail should be 
prepared in conjunction with this sales program. 
Use it as a mailing piece in ample time to answer 
inquiries prior to the grand opening. 
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¢ Front office personnel should be trained to develop 
an effective internal sales program. To promote the 
retirement hotel, the clerks must be trained with 
special emphasis upon: 

— conducting tours of the hotel for potential 
guests in which the plan and the hotel’s facili- 
ties are carefully and completely explained. 

- the art of delivering a “sales pitch” in reply to 
telephone inquiries. 

—screening potential guests so that only those 
who qualify are signed up as residents. 

— manner of treating the senior citizen before and 
after he becomes a guest of the hotel, 


Screening Guests 


Screening the guest applicants is an important 
phase of the retirement hotel operation, for the type 
of resident you accept directly affects the success 
of your operation. A desirable applicant should be 
able to care for his personal needs, be free of com- 
municable disease, and also be of good general 
character and reputation. 

The Claridge has found it good practice to insist 
that the inquiring senior citizen come to see the 
hotel. This visit gives us an opportunity to inter- 
view the prospective guest before he is accepted. 
While the room clerk escorts the prospective guest 
on a tour of the hotel's facilities for the purpose of 
making a tentative room selection, a staff member 
ascertains whether or not the oldster meets our 
qualifications. 

Another recommended aid for screening is the 
development of a questionnaire to be filled in by 
prospective guests. In addition to being useful for 
screening guests, this questionnaire can be drawn 
up to provide information concerning the guest's 
preferences for food, recreation, and other perti- 
nent data. 


Food for Senior Citizens 


Meal time is a real social function in the retire- 
ment hotel and eating soon becomes an important 
event in the senior citizen’s life. Preparing food for 
them on a small budget and doing it with imag- 
ination, variety, eye appeal, and high nutritional 
value can be “blood, sweat, and tears.” 

Achieving variety when serving a “set” menu to 
a fixed clientele requires careful day-to-day plan- 
ning if the management hopes to keep its guests 
satisfied and happy. Having guests fill in a ques- 
tionnaire concerning their food preferences, as 
mentioned earlier in this article, provides helpful 
information for menu planning and food prepara- 
tion. In operating a retirement hotel, the real chal- 
lenge is that of serving quality food on a small 


budget. When this challenge is successfully met, 
your hotel gains a marvelous reputation — the best 
and cheapest advertising available. 

The food program for the retirement operation 
is similar to that of other hotel food operations. 
Some aspects that should be especially considered 
in feeding older persons are: 


® Nutritional needs for this group should be based on 
simply prepared dishes making a minimum use of 
condiments. A daily, sedentary caloric intake of 
about 1,800 to 2,600 calories should be provided. 

® Preparation of meat dishes should be limited to 

roasting, broiling, and baking. Deep-fat frying and 

other excessive use of fats should be avoided. 

Prefabricated, oven-prepared, and other labor-sav- 

ing cuts of meat should be purchased. Portion-con- 

trolled entrées, (such as swiss steaks, veal cutlets, 

breast of chicken, and fish) aid in preventing waste. 

® Vegetables should be prepared to retain their vita- 
min content. Fresh vegetables should be served 
when in season but high roughage vegetables should 
be avoided whenever possible. 

e As gravies and sauces should be optional, avoid 
creamed dishes in your menus, 

¢ Pre-cost each meal to stay within your limited 


budget. 


Food Service at The Claridge 


At The Claridge we serve breakfast, dinner, and 
an afternoon tea. Breakfast is served a la carte 
from a selection similar to that offered in any hotel 
coffee shop. Guests choose from fruit juices, hot 
and cold cereals, eggs prepared to order, toast, 
pancakes, waffles, bacon or sausage, coffee and 
other beverages. 

For dinner, we serve a set menu — soup, salad, 
meat dish (or other entrée), vegetables, and a des- 
sert. By forecasting guest preferences, once or 
twice a week we can serve two entrées without 
undue leftovers. The dinner meal is served in semi- 
banquet style. When possible, some courses are 
pre-set to speed up the service. 


Special Occasions 


Holiday meals are made into festive occasions. 
The dining room is decorated in keeping with the 
season and the entire atmosphere of the food serv- 
ice is changed. A special menu, including wine, is 
served. ' 

Christmas dinner this year featured Rock Cor- 
nish game hens as a special treat. Although the 


food cost ran high, older guests are most appreci- 
ative of party meals and it is well worth while for 
management to plan the food budget to allow for 
occasional high-cost menus. 

Birthdays are also events calling for special at- 
tention and older people look forward to them. At 
The Claridge we maintain a birthday list and “sur- 
prise” our guests with a special cake of their own 
for the birthday dinner meal. 

Food service in the retirement hotel, it should 
be emphasized, is the management’s most severe 
and ever-present problem. Constant surveillance 
plus a critical approach to improving your food 
service day after day is the best solution. 


Operating Results 


Occupancy for The Claridge, according to the 
previous owner, had been 47 percent in 1958. As 
a retirement hotel, the 1959 occupancy was 82 per- 
cent; for 1960, 94 percent. Operating profits are 
commensurate with those for most transient hotels. 

The average stay of our senior citizens depends 
upon our screening ability. Another factor enter- 
ing into the picture is Father Time—the oldster 
can be 100 percent fit one day and incapacitated 
by illness the next, Occasionally discontent and the 
inability to adjust to hotel living cause some new 
occupants to leave. Between 2 and 4 percent of our 
residents leave every month for one reason or an- 
other. 

Most guests who check into a retirement hotel 
plan to remain there for the rest of their lives. 
Many of the original guests who registered in 
January 1959, when The Claridge first became a 
retirement hotel, are still with us. 


Conclusion 


The potential market for providing housing and 
food to senior citizens is increasing every day, 
every month, and every year. The hotel man con- 
fronted with declining revenues and occupancy in 
an older hotel might well consider converting his 
property to serve this new market. He should first 
make a careful survey to determine how well his 
property is adapted to senior citizens’ needs and 
what the requirements are in his community. It 
should be pointed out, moreover, that he would 
thereby perform a beneficial service to a segment 
in our society needing friendly, understanding 
treatment. 


Expecting your ship to come in means that you are counting on the fellow at the helm. 
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FE inancing ixpansion 


The Hilton-Statler Merger 


By Joseph P. Binns* 


The Hilton-Statler merger in 1954 was the 
greatest hotel merger in history, involving over 
$111 million in a complicated financial and real 
estate deal. The Statler hotels now belong to the 
Statler Hotels Delaware Corporation and are 
leased to Hilton Hotels Corporation. This article 
by one of the major proponents in the transaction 
might be termed a “classic” in American financial 
history. 

—Editor 


Introduction 


In these somewhat uncertain times, a discussion 
of mergers and financial expansion of business is 
a bold and exciting thought. There is, of course, 
presently a certain slowdown of such activities. 
But I am sure you agree with me that the condi- 
tion is temporary. Indeed, there is already concrete 
evidence to indicate that commerce and industry 
are moving forward on new plans for expansion. 

Therefore, it might be interesting to review 
what at the time was acknowledged to be the 
largest real estate transaction ever made—the pur- 
chase of the Statler Hotels by the Hilton Hotels 
Corporation in the late summer of 1954. It in- 
volved over $111 million. 

It required faith—and $111 million—to go for- 
ward with our purchase of the Statler Hotels Com- 
pany in 1954. The Statler-Hilton merger was a 
momentous event in hotel history. Obviously, for 
us in the Hilton Corporation, it was exciting and 
important. I thought you might be interested in 
how it happened and what the results have been 
since then. 

I can still hear Mr. Hilton chuckling over the 
fact that while the Statler purchase involved $111 


million, a mere $15 million dollars was the sum re- 
quired for the Louisiana Purchase, How long it 
took Thomas Jefferson to buy Louisiana from 
Napoleon, I have no idea. But almost three months 
to the day from the time we began negotiating 
with the Statler Trusts, an agreement giving Hil- 
ton virtual control was signed in Buffalo. The date 
was August 2, 1954. In approximately three more 
months the transaction was completed when, on 
October 27, the closing documents were signed in 
New York City. 


The Background 


The most vital element in the Hilton acquisition 
of Statler was this: the timing was right. Out of 
my Own experience I am certain that many great 
business transactions have come about because the 
timing has been right. They could be compared to 
the aerialists in a circus who achieve the spectacu- 
lar because their timing is right. If it isn’t, they 
fall. Shakespeare put it another way when he said 
that there is a tide—call it what you want—but if it 
isn’t there, nothing very much is achieved. 

When Mr. Hilton and his executives first began 
to move toward the purchase of the Statler hotels, 
the idea was not new. Such an idea had been 
rather casually discussed for a number of years 


* Mr. Binns is a vice-president of Hilton Hotels Cor- 
poration; senior vice-president of Statler Hotels Delaware 
Corporation; executive vice-president and general man- 
ager of The Waldorf-Astoria. He has managed four of the 
world’s largest hotels: The Conrad Hilton and Palmer 
House in Chicago; The Waldorf-Astoria and New Yorker 
in New York City. From 1953-1955, he was a member of 
the Hoover Commission, and he has been president of the 
New York Convention and Visitors Bureau. Mr. Binns was 
graduated by the School of Hotel Administration at Cornell 
in 1928. 


within the Hilton organization, but not in any con- 
crete or firmly resolved fashion. No plans had been 
made, no strategy outlined, up to this point. 

The primary requisite to so important a merger 
is to have something worth merging. I don’t think 
it is necessary to dwell at length on that vigorous 
and wonderful gentleman, Ellsworth M. Statler 
and what he created. His ideals of service, his 
energy in making a reality of those ideals and his 
business acumen in translating such a philosophy 
into profits established him as one of the first of 
the great hotel men in the United States. 

So we have something obviously worth buying— 
a going concern with a fine reputation, with 
valuable land and buildings and modern equip- 
ment. But perfect timing required a few more 
things: 
¢ There had to be a reasonable minimum of debt 

against such properties. 
® There had to be a reasonably simple financial 
corporate structure; namely, one classification of 
stock and one classification of debt which was 
mortgages against real estate. 

There had to be a small group of people in abso- 

lute control of enough stock to make possible a 

majority control. 

¢ There had to be a way to reach this small group, 
to talk to them freely and honestly. 


¢ There had to be wise and able counsel advising 
this group which consisted mainly of Trusts, 
Foundations and Statler beneficiaries. 

© There had to be an era of expanding business— 
an atmosphere of optimism and confidence abroad 
in the land. 

® There had to be favorable tax laws. 


Each one of these timing requirements existed 
in May, 1954. So far as the Statler picture was con- 
cerned, the conditions were ideal. But what about 
the buyers? Was the timing right for them? 

A few moments ago I stated that neither Ells- 
worth M. Statler nor the organization he founded 
require much explanation. Such a statement is 
equally true of Conrad N. Hilton and of the or- 
ganization he heads, Statler and Hilton were un- 
questioned leaders in the hotel business. Neither 
organization was a carbon copy of the other; 
there were basic contrasts in the philosophies and 
methods of their individual operations. 

The notable difference lay in the fact that the 
Hilton company was a young and growing group 
in contrast to the more settled ways of Statler. 
And for perfect timing a young, ambitious, ex- 
panding organization was required for the buyers’ 
side of the picture. 
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Perfect timing required that the buyers’ group 
have attributes such as these: 


¢ Business sagacity to realize the full import of the 
idea. 


¢ Legal understanding in preparation for what 
turned out to be one of the most complicated 
transactions in the history of finance of our in- 
dustry, 

¢ Financial ability to understand the obligations 
required and to get the support of the loaning 
institutions, without which any huge transaction 
cannot proceed. 


e An expert and studied knowledge of tax laws. 


© Courage and teamwork, without which a trans- 
action of such enormous magnitude would never 
even get off the ground. 


If the Hilton-Statler transaction had not oc- 
curred when it did—just at the perfect moment of 
timing—I am inclined to believe that it might never 
have occurred. So now let us inspect some of the 
details, the progressive steps, of this monumental 
transaction. As I said, nothing very definite had 
happened previous to early May, 1954. 


The Option Agreement 


There had been many approaches to individual 
Statler Trustees regarding the purchase of Statler, 
so that finally the Trustees and heirs got together 
and appointed Charles H. Diefendorf, president of 
the Marine Trust Company of Western New York, 
to represent all of them in these negotiations. 

You must understand that approximately 48.6 
percent of all the outstanding shares of the Hotels 
Statler Company, Inc., was owned by various 
trusts, set up by Mr. Statler and others and the 
Foundation for the Statler Hall at Cornell. This 
amounted to 753,802 shares. It would be an under- 
statement to say that there was complete harmony 
between the various Trustees, their lawyers, and 
the beneficiaries under the various Trusts; but we 
determined to negotiate directly with Mr. Diefen- 
dorf and with no one else. Our approach was 
simple: 

1. We would try to find out exactly what the Trus- 


tees would sell the stock for in the way of cash 
or securities. 


2. We would find out the conditions upon which 
they would sell. 


3. We would strive to get them to enter into an 
agreement with us tieing up 48.6 percent of all 
the stock. ; 

4. Lastly, we would worry about the rest of the 
stockholders when we had accomplished this ob- 
jective. 


Beginning late in May, I began to work actively 
with Mr. Diefendorf and his associates. 

Then in mid-July, Mr. Hilton and I felt that we 
had the basis of a simple agreement which could 
be drawn between the Trustees and the Hilton 
Hotels Corporation. This agreement ran only ten 
pages, but it had the signatures of twenty per- 
sons. It called for very simple action, but it also 
called for the deposit in escrow of $8,000,000. This 
deposit would be forfeited by Hilton Hotels 
Corporation if it failed to consummate the agree- 
ment by December 23, 1954. 

I keep a photostat of this agreement in my per- 
sonal file as a memento. Its language is simple 
but its implications were terrifying. It meant that 
Hilton Hotels Corporation and its officers and di- 
rectors obligated themselves to raise approximate- 
ly $110,000,000 by a certain date or forfeit $8,000,- 
000 payable as damages pro-rata to each Statler 
stockholder. Of this $110,000,000 we required 
$77,500,000 in cash. 

When this piece of paper was signed, we felt 
that we really had the basis for a transaction. The 
Trustees promised to give us time to hold a meet- 
ing of the Board of Directors of Hilton Hotels 
Corporation to ratify the form of the proposed 
agreement. So now I could say to myself, “The 
sain are momentarily more or less steady. Let’s 
see what we can do about the buyers.” 


Our first board meeting of Hilton Hotels Corpo- 
ration to consider this deal had been held on June 
10, 1954, and I never realized the import of what 
Mr. Hilton was proposing to them. We were 
authorized to continue to negotiate and try to get 
the deal in better shape, making studies of the 
source of financing and carrying out all of the 
manifold problems that this agreement would 
entail. 

The Hilton por met informally and formally 
a number of times late in July. We had the Statler 
Trustees standing by in Buffalo waiting for the 
outcome of the directors’ decision. I was then 
given the unhappy job of advising the Trustees in 
Buffalo that the directors could not come to an 
agreement. Here I! had finally succeeded in geting 
the sellers to stand still and the buyers would not 
take the deal. I was brokenhearted. 

But eventually on July 31, I was authorized to 
tell the Trustees that we were ready to sign. Wil- 
liam J. Friedman, our legal counsel, joined me in 
New York, and we flew to Buffalo where all the 
Trustees were assembled. Finally, late in the after- 
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noon of August 2, we secured the signatures. I 
called Mr. Hilton long distance and told him that 
he was to be the President of the Hotels Statler 
Company, Inc. The die was cast. We had agreed 
to bet $8,000,000 that we could put over the big- 
gest real estate deal in history. 


We didn't have the money, but we had ideas, we 
had some semi-firm commitments, and we had a 
great many friends. It was necessary to get busy 
immediately and get as many proxies as possible 
over the 48 percent which we had so that, at the 
forthcoming meeting of the stockholders of the 
Hotels Statler Company, Inc.—just four days 
away, August 6—we could vote in the negative 
on the plan that was then before them, and defeat 
that plan. (The Statler officers had their own 
plans.) Then we must proceed to elect our own 
officers and directors and develop our own plan 
for the stockholders. 

So ended this phase of our early and crucial 
negotiations. But now a great new series of prob- 
lems faced us. 


Events from August 2 to October 27, 1954 


It might be interesting to note that a number 
of the groups who were considering the purchase 
of Statler approached the Equitable Life Assur- 
ance Society and talked about financing. Equitable 
finally issued a general statement to the effect that 
if any one succeeded in acquiring the right to 
purchase Statler properties, Equitable would un- 
dertake—without making any definite commitment 
and subject to the approval of its loan committee, 
its Board and of obtaining final approval—to make 
a loan upon the properties, provided all other 
terms and conditions could be met. 


The $111 million which we had to raise con- 
sisted of: 


®@ $77,500,000 in cash which we had to borrow. In 
addition, we had to assume: 


¢ The existing mortgages on the Statler properties 
which amounted to approximately $25,000,000, 
and we had to obtain the approval of the mort- 
gage holders. 


® We also had to take out a mortgage of $6,700,- 
000 on the new hotel in Hartford, which was 
nearing completion. 


® We had to assume the responsibility for the 
$1,500,000 of 2 percent debentures which the 
citizens of Dallas had subscribed to in order to in- 
duce Statler to start construction of the new 
hotel in that city. 
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Also, but not included in the $111 million, was 
the necessity of our arranging additional mortgage 
financing on the then new Dallas Hilton hotel. 

The agreement was signed on August 2 and a 
meeting of stockholders of Hotels Statler Com- 
pany, Inc. was scheduled for August 6. Thus, on 
August 2 we had control of 48.6 percent of the 
stock but we had to secure proxies for as much 
of the remaining stock of Hotels Statler Company, 
Inc., as we could. We had to make certain that we 
could walk into the August 6 meeting, just four 
days later, and vote down the other proposition be- 
fore the stockholders. A number of us worked 
through our contacts with the various Statler 
stockholders, and on August 6 I walked into that 
meeting and voted over one million shares, almost 
70 percent of the outstanding stock of the Statler 
company. 


Plans for Financing 


We then considered the means by which we 
could raise the $77,500,000 in cash. We discussed 
three different plans of financing. 


¢ The first was the possibility of selling Hilton 
Hotels Corporation securities to the public to 
raise the difference between the amount of 
money we hoped to borrow and the amount we 
would need to consummate the deal, but we 
concluded that this was not a wise course to 
follow. 


® The second method of financing considered was 
that of sales of the Statler properties to out- 
side interests and leasing them back to Hilton 
Hotels Corporation for our operation. But we 
finally concluded that there were too many 
problems to be worked out in the short time 
which we had. 


© The third method, and the one which we finally 
used, was really a modification of the sale-and- 
lease-back idea. We would organize and finance 
a new company by offering its securities to the 
stockholders of Hilton Hotels Corporation. We 
would then lease the properties from the new 
company back to Hilton Hotels Corporation 
for operation, 

This plan had all the benefits of sale-and- 
lease-back, but instead of giving the profits from 
the lease to somebody else, the profits would 
go to the stockholders of Hilton Hotels Corpo- 
ration if they exercised their rights to purchase 
securities in the new company. 

So a new company known as “Statler Hotels 
Delaware Corporation” was organized on Sep- 
tember 1, and finally used in the modified sale- 
and-lease-back arrangement set up to raise the 
necessary funds. 
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Tax Considerations 


The next problem was one of taxes. The deal 
could not be financed and could not be successful 
unless two things could be arranged: 


First: That Hilton Hotels Corporation or Stat- 
ler Hotels Delaware Corporation would get a 
stepped-up basis for the depreciation of the fixed 
assets, both buildings and equipment. This had 
to be worked out in a way so that the corpo- 
ration would get additional depreciation. Other- 
wise, Hilton couldn’t afford to pay the high pur- 
chase price which the excellent negotiators for 
the Statler stockholders had achieved: $50 a share. 


Second: A new tax bill obviated the second 
obstacle. If Statler sold all of its assets at more 
than the value on the books under the old tax 
law, it would have to pay a capital gains tax 
which would amount to almost $12,500,000. 
Under the new tax law, however, if we handled 
ourselves carefully and adopted a plan of com- 
plete liquidation and distribution of the assets 
to the stockholders, there would be no capital 
gains tax. This new tax law had been passed in 
1952. Thus we see perfect timing again, because 
without the new law the deal would have been 
much more costly, Through the able assistance 
of tax lawyers, we worked out the plan from a 
tax point of view. 


The Underwriters 


Early in September, the Equitable Life Assur- 
ance Society of the United States told us that they 
would lend us $49,500,000, and the First National 
Bank of Boston told us that they would lend $20,- 
000,000. Both of these loans were contingent upon 
our being able to satisfy the insurance company 
and the bank on the almost innumerable terms 
and conditions which are attached to loans of 
this sort. 

These two commitments gave us a total of $69,- 
500,000. We now needed an additional $11,500,000 
in cash to close the deal, and it was at this point 
we developed the idea of the “inside group.” This 
was a group of Hilton executives and associates 
who agreed to subscribe for some 650,000 shares 
of stock in Statler Hotels Delaware Corporation at 
a price of $6.42 a share and pay for the shares in 
advance so that the funds would be available at 
closing time. This was exactly the same price 
which all Hilton Hotels Corporation stockholders 
would pay if they exercised their rights. 

The Loeb-Rhoades group thought so well of this 
idea that they said they wanted to buy 150,000 
shares for their partners and clients. Mr, Hilton 
agreed to let them have this amount, but said that 


they also would have to pay in advance, Finally it 
was arranged that Loeb-Rhoades would pay for 
1,400,509 shares at a total price of $6,448,947.38. 
We still had to obtain an additional amount in 
excess of $3,000,000. In working out our loan 
agreements with Equitable and First National 
Bank of Boston, we had agreed to raise approxi- 
mately $15,000,000 in equity money. Our plan for 
selling the securities of Statler Hotels Delaware 
Corporation showed a potential of only $11,500,- 
000. We finally negotiated an arrangement with 
private bankers for the sale of approximately $3,- 
800,000 of First Preferred Stock, Series B, Hilton 
Hotels Corporation. This netted the Corporation 
approximately $3,637,000 which was the final 
amount needed to consummate the deal. 


Liquidation of Hotels Statler Co., Inc. 


October 1, 1954, we were ready to go ahead and 
close the deal. We had until December 23 to 
make this closing, but we wanted to do it as fast 
as possible before some lawyer could figure out a 
way to cause complications. 


We then prepared a plan of complete liquida- 
tion of Hotels Statler Company, Inc., which was 


the initial step for the final closing. This plan pro- 
vided: 


First Step: That the Hotels Statler Company, 
Inc., would sell all of its land, other than the 
Hartford property, its buildings and leaseholds 
and other estates, to Statler Hotels Delaware 
Corporation for the sum of $82,610,000 subject 
to mortgages of $25,026,000. This meant that 
Statler Hotels Delaware Corporation had to 
raise $57,584,000 in cash. 

Second Step: That all of the other assets of 
Hotels Statler Company, Inc., subject to all of 
the other liabilities, were sold to Hilton Hotels 
Corporation for $20,000,000. In effect this meant 
that Hilton Corporation purchased the furnish- 
ings, equipment and operating supplies of the 
Statler hotels. 

Third Step: That an arrangement be worked 
out whereby the properties would be leased 
from Statler Hotels Delaware Corporation to 
Hilton Hotels Corporation for a period of 
twenty-five years in order that Hilton could 
operate the hotels. The average rental during 
the first twelve years of that term was $6,000,- 
000. 

Fourth Step: That we draw a separate lease 
for the Hartford property, inasmuch as we 
planned to sell that hotel to the insurance com- 
panies and lease it back. 

Fifth Step: That we work out a plan to elimi- 
nate the Dallas debentures. 
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On October 7 the plan of liquidation of Hotels 
Statler Company, Inc. was ratified by the Board of 
Directors. We picked October 25 for the meeting 
of the stockholders of Hotels Statler Company, 
Inc., to ratify the dissolution of their company, 
and October 27 for the closing of the deal on be- 
half of Hilton Hotels Corporation and Statler 
Hotels Delaware Corporation. 

At this point over 100 lawyers in all parts of 
America were working on the deal, plus innumer- 
able people in the banks, insurance companies, 
and investment banking houses. Eventually they 
produced over 2,000 documents. Scores of other 
title documents had to be checked over, some 
dating back as far as 1912. 

On October 25, the Hotels Statler Company, 
Inc., stockholders ratified the dissolution of the 
company. 

October 27, the big day arrived, and only three 
things remained: 

1. To get the money. 
2. To deliver receipts for the money. 
3. To receive thirty-one long distance phone calls. 

The phone calls would represent advice that our 
deal was recorded in various states and cities. This 
was complicated because we had to record in cer- 
tain locations before we did in others. We had a 
detailed schedule and started the calls at 9:30 a.m. 
When all thirty-one calls were finished, we were 
only six minutes behind schedule. 

There were over 70 people present at the clos- 
ing. When we received the last telephone call we 
started to pass checks and receipts around. Over 
$111 million changed hands in a few minutes and 
the largest real estate and hotel deal in history 
was a matter of record. 


Concluding Steps 


After the closing on October 27, 1954, two other 
major steps remained. Both of these had to be ac- 
complished in order to complete the financing 
of the purchase and to satisfy our obligations to 
the stockholders of Hotels Statler Company, Inc. 
The first of these involved offering the stock of 
Statler Hotels Delaware to Hilton stockholders on 
a share-for-share basis and completion of the 
transaction with Carl M. Loeb, Rhoades & Co., the 
underwriting group. 

Hilton Hotels Corporation then had outstand- 
ing 1,654,509 shares of common stock. In addi- 
tion, the Loeb-Rhoades group had been given the 
opportunity to purchase 150,000 shares so that 
there was a total of 1,804,509 shares of Statler 
Hotels Delaware. 


> Tes ae 


The registration statement was filed with the Se- 
curities and Exchange Commission on November 
4, 1954. On November 26 the prospectus and sub- 
scription warrants were mailed to Hilton stock- 
holders. 

The second major step involved an offer of se- 
curities of Hilton Hotels Corporation to the stock- 
holders of the Hotels Statler Company, Inc., in 
accordance with the provisions of the original 
agreement. A plan was developed whereby an of- 
fer would be made of $7,978,900 of 4% percent 15- 
year convertible debentures due January 1, 1970, 
and. $31,915,600 of 4% percent 15-year convertible 
debentures also due January 1, 1970, The con- 
vertible debentures were convertible into shares 
of Hilton common stock up to January 1, 1958, at a 
price of $42.50 per share and at increasing prices 
during the succeeding years until the expiration 
of the conversion feature on January 1, 1958. 

The registration statement filed with the Se- 
curities and Exchange Commission became effec- 
tive January 20, 1955. Meanwhile, on November 
30, 1954, a letter to the stockholders of Hotels 
Statler Company, Inc., gave them advance notice 
that the offering would be made and that they 
would receive rights to subscribe to the convert- 
ible debentures and non-convertible debentures 
on the basis of share-for-share holdings in Hotels 
Statler Company, Inc. 

The prospectus and subscription warrants were 
mailed to stockholders of Hotels Statler Company, 
Inc., on January 1, 1955. The offer was made to 
all shareholders of that company regardless of 
whether or not they had deposited their shares in 
escrow with Hilton Hotels Corporation under the 
provisions of the purchase contract. The only ex- 
ception was for certain members of the Statler 
family who had elected to receive cash for their 
holdings. 

The warrants for the convertible debentures ex- 
pired on February 14, 1955, at which time con- 
vertible debentures were oversubscribed and the 
entire principal amount of $7,978,900 was issued. 
In addition, only $240,200 principal amount of the 
non-convertible debentures was subscribed for and 
issued. Out of the total proceeds from both issues, 
$8,000,000 was applied toward reduction of the 
indebtedness to the First National Bank of Boston, 
which reduced this loan from $20 million to $12 
million. 

With the completion of the transaction, we 
moved toward the consolidation of operations of 


Hilton Hotels Corporation and Hotels Statler Com- 
pany, Inc. 
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Consolidation of Operations 


Certain consolidations of the two companies 
necessarily had to be started even before the final 
documents were signed in late October. It was 
vitally important to maintain the morale among 
the many fine Statler employees who had con- 
tributed greatly to their company’s progress. 

There was a difference in the basic philosophy 
of management between the two groups. Mr. Hil- 
ton has always believed in the greatest possible 
degree of decentralization. His managers are 
given all possible authority insofar as the day-to- 
day operation of their properties is concerned. 
They also are given considerable authority in re- 
gard to the planning and the implementation of 
programs for repairs and maintenance, purchas- 
ing of operating equipment, rehabilitation and 
creation of new room facilities, and so on. The 
Hilton Hotels Corporation operates with a small 
central office organization, whose staff is primarily 
concerned with financial control of the Corpora- 
tion’s activities and with the guidance to the 
hotel managers on general policy and_ special 
problems. 

On the other hand, the Hotels Statler Company 
developed a rigid system of controls emanating 
from a large central office organization. The Stat- 
ler Executive Office controlled almost every phase 
of the day-to-day operations, every aspect of re- 


pairs and maintenance and development of new 
facilities, 


Both corporations were successful and both 
organizations ran great hotels. However, it was 
obvious that if the Hilton Hotels Corporation was 
to take over the Statler properties, the Hilton 
philosophy of management had to be extended to 
those hotels. Consequently, it was not just a rou- 
tine adjustment to transfer certain responsibilities 
from the Statler central office and put them into 
the hands of the managers of each Statler hotel. 


I am glad to say that all of the Statler managers 
did a fine job in assuming these added responsi- 
bilities, and I am equally glad to say that the 
transition was completed without interrupting the 
day-to-day operations of the hotels and not one 
was terminated. 


When two large organizations are brought to- 
gether, there is a duplication of activities which 
must be eliminated. This problem was aggravated 
by the large central office organization exercising 
detailed control over all of the Statler hotels, while 
the Hilton philosophy of management provides for 


a small central office organization, with control 
mainly through forecasts, budgets and financial 
reports, from three divisions—Eastern, Central, 
and Western. 

When you take over a large and successful com- 
pany you also assume an obligation for the per- 
sonnel working for that company. In order to 
take the best possible care of the people who did 
not remain. we established a policy of severance 
pay for all of those who voluntarily resigned and 
for all of those for whom we could not find posi- 
tions within our organization. This was based on 
payment of one month’s salary for every year of 
service up to a maximum of one year’s salary as 
severance pay. 


At one time during negotiations, Mr. Hilton 
estimated that the consolidation of operations of 
the two companies would result in a saving of 
three million dollars per year. I do not know how 
he arrived at this figure but we have been diligent- 
ly trying to accomplish this objective ever since 
we assumed the responsibility for operating the 
Statler hotels. 


In 1954 the expenses of operating the Statler 
executive office were running slightly in excess 
of two million dollars per year. We have been able 
to eliminate well over one million dollars of this 
expense. In 1954 the total advertising cost for the 
two companies was about $1,500,000. Subsequent 
advertising budgets for the combined Hilton-Stat- 
ler operations have been approximately $900,000. 
So here we have a saving of something in excess of 
$600,000. 


When you start to compare the types of china, 
linen, glass, silver, and the hundreds of other 
items of operating equipment used by the differ- 
ent hotels in the Hilton and Statler group, and 
the prices which are paid for these items, you 
find many strange differences. Ever since October 
of 1954 we have been comparing these items, se- 
lecting those which provide the best quality for 
the best price, eliminating duplications and con- 
solidating the standardized requirements into 
very large orders for the forty-one hotels now 
in operation. This permits us to take advantage 
of enormous purchasing power. The savings in 
cost of operating equipment and supplies to all 
of the hotels is upwards of $500,000 per year. 


Savings from Three Sources 


Thus we have a saving of over two million 
dollars per year from three sources: 

$1,000,000 by reducing executive office over- 

head. 

$600,000 by combining advertising budgets. 

$500,000 by standardizing items of operating 

equipment. 

The remaining savings have come about largely 
through consolidation of operations. The Statler 
Press, which formerly provided all of the printing 
and stationery items for the Statler hotels, has 
taken on the responsibility for supplying printing 
and stationery items for the Hilton hotels as well. 
At the same time we have simplified and stand- 
ardized the printing and stationery items in use 
in the various hotels, eliminating duplications and 
selecting those items which provide the best qual- 
ity for the best price. This results in savings of 
approximately $100,000 per year. 


“Digging for Gold” 


“Digging for Gold” is a phrase which I believe 
originated in the Hilton Hotels Corporation, at 
least insofar as the hotel industry is concerned. 
Wheu we refer to “Digging for Gold” we mean 
the conversion of non-revenue space into rev- 
enue-producing purposes. 

We started to prospect in October 1954, and 
found some pay dirt. Approximately 30,000 
square feet of space in the Buffalo Statler, which 
never produced any appreciable amount of in- 
come, was converted to rentable office space, at 
the additional income of $90,000 per year, plus 
the combined food and beverage income that the 
office space tenants spend in the hotel. 

The prospecting in the New York Statler re- 
vealed a potential of additional income of ap- 
proximately $300,000 per year through the con- 
version of space. This included rental of almost 
two entire floors which had never produced in- 
come before, and rental of additional shop and 
showcase space in the lobby and lower levels 
of the hotel. This has now been accomplished. 

I have cited just a few examples. Over the 
period of the next few years we made many other 
improvements of a similar nature that produced 
an added income of about $1,000,000 a year. 


It wasn’t until the nineteenth century that world powers possessed suffi- 
cient gold, silver, and copper to produce coins in variety and vast quantity. 


40 


Raising Funds for Expansion 


An analysis and evaluation of convertible bonds 


vs. common stocks in today’s money market. 


by Arthur E. Nilsson* 


Convertible Securities 


What is meant by the term “convertible se- 
curity”? In broad definition, a convertible security 
is a bond or a preferred stock which, at the option 
of the holder, may be exchanged under specified 
terms and conditions for the common shares of the 
issuer. 

The reconversion privilege, strictly speaking, 
is not a part of the security itself. It is an inde- 
pendent optional right. Again, the convertible 
security is first a bond or preferred stock. The 
option adds something more—the right to ex- 
change the security for common stock. 


A Hybrid Security 

Convertible securities, by reason of the option 
privilege, fall into the classification of “hybrid 
securities.” They are by nature highly technical 
and complicated security instruments. As a se- 
curity form, they bring together both senior and 
equity security elements or characteristics. Again, 
in point of form, they permit the combination of 
the safety and income priority of a senior security 
(debt or preferred stock) with the potential value 
appreciation of common stock. Because of this 
two-way advantage, convertibles, as a security 
type, hold considerable appeal for investors. 
Their “two-way play” explains in large measure 
their popularity as an investment medium. 


* Arthur E. Nilsson is Professor of Finance jin the Gradu- 
ate School of Business and Public Administration at Cor- 
nell University. Formerly, he was Head Security Analyst 
for the Securities and Exchange Commission and the Office 
of Price Administration and Civilian Supply. Professor 
Nilsson is financial consultant for a number of corpo- 
rations, including the Grange League Federation, Inc., 
Mohawk Airlines, P. & C. Food Markets, and Advisers 
Fund, Inc. 


Position in the Corporate Capital Structure 


The position of convertible securities in a com- 
pany’s capital structure may be shown as follows: 
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Convertible Securities Marketwise 


A simplified example will perhaps best indicate 
the manner in which the conversion privilege af- 
fects related security values. Take for illustration a 
$100 convertible bond, convertible at $20 a share 
(“conversion price”) or, to state it differently and 
in more direct form, a $100 convertible bond, con- 
vertible into five shares of common stock (“con- 
version ratio” ). 


“Parity” Value 


Expressed in terms of the market price of com- 
mon stock, the parity value might be as follows: 


Common Stock Price Bond — “Parity Value” 


abe heer eatery $150 
VAC RCO 125 
Mes REA. Sige da Seb OVE 100 
Biber ix duridic cette nates 90 
eS ae ee 75 
PRR RES, - peptone 50 


Let us assume, first, a series of market values for 
the common stock, as shown under the caption 
“Common Stock Price” in the above tabulation. 


The equivalent value of the bond, “parity value,” 
based on the market price of the stock, appears 
under the bond caption. 

The parity value of the bond, by reason of the 
option privilege to convert the bond into common 
stock, runs in line with the market price of the 
common. The market value of the common—the 
“take-down” security—may be said to exercise 
a sympathetic price control over the market value 
of the bond. If the common were selling at $30 
per share, then the bond, convertible into five 
shares of stock, would have a parity value of $150. 
At $25 per share, bond parity would be $125; at 
$15, parity would be $75; and so on. 


Parity Sets the “Floor” 


Bond parity value, as thus indicated, reflects not 
only the equivalent market value of the shares 
into which the bond is convertible, but moreover, 
indicates a “floor” price for the bond, the lowest 
price at which the bond would be expected to sell 
in the market. The bond may sell above the parity 
value or parity price (as we shall see later), but 
not below it. 

The reason parity sets the “floor price” is ap- 
parent. If the bond sold below the parity point, 
let us say at $140 when parity is $150 (market 
price of common at $30) speculators and other 
sharp-penciled observers would be quick to pur- 
chase the bond at $140, convert it into five shares 
of common, and sell the common at $150, making 
a profit of $10 on the transaction. Any price gap 
between market and parity would soon be closed 
by transactions of this sort (arbitraging), and the 
bond would move quickly to its parity value. 


Premium Above Parity 


The price of the bond, on the other hand, may 
well go above its parity value. The bond offers the 
investor both the protection of a senior security 
position and the possibility of gain through in- 
crease in the value of the common stock. The 
amount of premium that an investor would pay 
for the bond will vary of course with his appraisal 
of the potential market appreciation of the com- 
mon. 

In the illustration given above, for example, if 
the common were selling at $25 (bond parity at 
$125) an investor attracted by the prospect of gain 
through increase in the price of the common stock 
might perhaps be willing to pay $130 for the 
bond, or $5 above parity. The premium would be 


paid for what in effect amounts to a double ad- 
vantage—the prospect of gain resulting from in- 
crease in the price of the common stock while en- 
joying the protection afforded by holding a senior 
security position. 

It should be noted that when the convertible 
bond sells above parity it is not to the advantage 
of the bond holder wishing to change his position 
from bondholder to stockholder to exercise his 
conversion privilege directly with the company. 
This shift can be effected directly in the market 
place and at a profit to the bondholder. 

If, for example, a bond were selling in the mar- 
kei at $5 premium above parity (bond price $130, 
parity $125) and the bond were convertible into 
five shares of common as in the previous illustra- 
tions, it would be to the advantage of the bond- 
holder to sell his bond in the market at $130 and 
use the proceeds to purchase in the market the five 
shares of common stock at a cost of $125. Thus, a 
gain of $5, net of transaction costs, would be 
realized as against direct conversion with the 
company. 

Moreover, when the holder sells the convertible 
bond he must pay a tax. If he converts his bond 
he doesn't pay a tax. There would be a tax “take- 
back” by the government on the profit made in a 
sales transaction that reduces the holder’s gain by 
the amount of the tax. 


Convertible Bonds: Quality Variation 


Since the convertible bond, in point of form, 
combines the safety of a fixed-debt claim with the 
chance of an unlimited appreciation in value, the 
convertible debt security generally is regarded— 
again in point of form—as an ideal type of security 
investment. A convertible bond that meets all re- 
quirements of sound investment as a bond and 
possesses in addition conversion privileges that al- 
low participation in any substantial rise in the 
value of the common stock is, by its very nature, a 
most desirable form of investment. It’s a “Heads 
I win, tails I can’t lose” combination. 

In the market, this security would move in 
price with the common stock—would act price- 
wise like the common—wherever parity value ex- 
ceeded the convertible bond’s investment value as 
a bond. Should the market price of the common 
fall to the point where bond parity value was less 
than the convertible’s value as a bond, the bond 
value will hold and parity value will be of no 
significance. 


In the table shown on page 41, the parity 
values below $100 (the value of the convertible as 
a bond) would have no application to the market 
price of the bond. The convertible, it is said, would 
now “stand on its own bottom” as a bond, Its value 
would be determined by its own intrinsic qualities 
as a senior security. So stands the theory of the 
“ideal” convertible bond. On the “upside,” as re- 
gards the price of the common, it has the char- 
acteristics of common. On the “down side,” it dis- 
associates itself from the common and holds to its 
own value as an independent debt security. 


Company Growth Key Factor 


One might well ask why a company would issue 
a convertible bond of sound investment value as a 
debt security and at the same time grant with it 
attractive conversion privileges. High-grade con- 
vertibles now in the market contain both these 
attributes and have proven indeed to be truly 
“two-way” investments. The explanation is that at 
the time of issue, possibly many years before, the 
bond undoubtedly did not have the qualities 
which subsequent events—growth and good earn- 
ings of the company—have established. Successful 
“after-the-event” performance has given these 
bonds their excellent present-day position, 


The “Good” Convertible 


As an example, incidentally, of what might be 
referred to as a successful investment in a “good” 
convertible bond, let me cite a headline which ap- 
peared recently in the financial press: 


“Financial Fairy Tale” Ends Today For 
Interprovincial Pipeline Company 


Holders of 4% Debentures May Exchange 
$1,000 of Them for Stock Worth $4,000 — 
Tomorrow They'll Bring Only $1,041 


These debentures, you will note, have been 
“called.” And, of course, with respect -to the call, 
each debenture holder has the right to convert to 
common stock before the debentures are re- 
deemed. The call does not liquidate the conver- 
sion privilege. Yet it does force the holder to con- 
vert, for the alternative to the conversion gain of 
$3000 is the small “call premium” of $41. 


The “Low-Grade” Convertible 


The so-called “low grade” or poor-quality con- 
vertible bond may be described as one in which 
the bond or debt component of the security lacks 
elements of strength. As a debt security, the con- 
vertible bond fails to measure up to quality stand- 
ards for this type of security. The weaker the debt 
component, the poorer of course the intrinsic 
worth of the security as a senior security, When a 
convertible bond has little intrinsic value as a debt 
security per se, the bond may be nothing more 
than an equity security insofar as its market value 
is concerned. Its value moves with the common 
stock or nearly so. It has little or no independent 
value of its own as a debt security. 

Again, referring to our illustration, the market 
price of the bond would follow parity values close- 
ly throughout the range of common stock prices. 
Both on the “downside” and the “upside” it would 
move with the common, holding possibly to some 
premium over parity in the lower range of values 
since some value is attached to the debt form of 
the security. It has the position of a senior se- 
curity. A “senior security” is a bond or a preferred 
stock—a security that comes ahead of or is senior 
to the common stock so far as distribution of earn- 
ings and claim to company assets in the event of 
liquidation. 


The “Gray Zone” 
Most convertible bonds, as would be expected, 


‘fall somewhere in the “gray zone”—between the 


relatively riskless and “ideal” type of convertible 
bond and the high-risk, poor-quality type of bond. 
Hence, what might be called an “average” quality 
convertible bond will show, in price movement, 
some deviation from the pattern of movement de- 
scribed in connection with the ideal convertible. 
On the “upside”, they move with the common 
stock. On the “downside” they too will decline 
with the common stock but not in proportion to 
the fall in the common stock. 

Again, referring to the parity table on page 41, 
should the common stock drop to $18 with bond 
parity at $90, possibly the convertible would de- 
cline only to $95. If the common stock moved 
down to $15 (parity $75), the convertible might 
follow downward, let us say, to $90 or $92. The 
amount of decline would necessarily relate to the 
quality of the convertible as a debt security. There 
would be no firm “floor” to protect against decline 
of the common stock, as in the case of the high- 
grade convertible. Yet, there would be some 


cushioning effect on the downside as the value 
of the aie component of the security comes into 
play against parity decline. 

Investment in an average-quality convertible 
has been likened to a “Heads I win, tails I don’t 
lose all, only a portion” proposition. For this ar- 
rangement, the investor of course must pay a 
price. Hence the premium above bond parity. 


Convertibles in Capital Financing 

Having examined the characteristics of the con- 
vertible bond or debenture as a security instru- 
ment, let us now inquire into the use of convertible 
securities as a capital financing device. “Why do 
companies issue convertible securities as against 
other types of securities?” “What is the cost of this 
method of financing as compared to alternate 
methods of financing?” Such questions naturally 
suggest themselves when we inquire as to the 
reason for their use in capital financing. 


Three Routes in Financing 

Companies seeking additional capital for expan- 
sion or for other purposes have available to them 
three principal routes of financing: (1) debt; (2) 
preferred stock; (3) common stock. 

Offerings of these securities may be made singly 
or in combination (mixed offerings). Or, as in the 
case of convertibles, elements of each may be com- 
bined to produce a security of hybrid form—the 
convertible bond or debenture and the convertible 
preferred stock. 


Small or Weak Companies 


Eliminate from our discussion the companies 
of small size or unsatisfactory performance that 
have little or no choice as to method of financing. 
These companies ordinarily must follow the debt 
route. The typical small company, for one and 
several reasons, has difficulty raising capital via 
the stock route and perforce must rely principally 
on debt financing for raising capital. Similarly, 
other companies—and not necessarily small com- 
panies—with a poor earnings record and unattrac- 
tive prospects are restricted mainly to debt fi- 
nancing. The cost of equity financing in such sit- 
uations would be prohibitive. 


The “No Debt” Philosophy 


It should be mentioned in passing, when noting 
the matter of choice in methods of financing, that 
many companies—and successful companies—hold 
to a “no-debt” philosophy and finance their capital 
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expansion solely through the common equity route 
—retained earnings and sale of common stock. The 
relatively high cost of equity financing as against 
other alternatives apparently is not of importance 
here; safety and conservatism are the governing 
considerations. The all common-stock method of 
financing, often referred to as the “New England 
method,” leaves no room for convertibles, since in 
form they constitute a senior or “leverage” se- 
curity. 


The Company with a Choice 


Let us confine our attention now to a company 
which, when capital financing is required, has con- 
siderable leeway in choice of methods of financing. 
Not locked into or committed to any particular 
financing method by reason of poor economic posi- 
tion or other considerations, the company could 
follow any one of several courses of action. It 
could acquire capital through sale of “straight” 
debt or through sale of preferred or common stock. 
Beyond these methods, it could offer a convertible 
security—either convertible debt or preferred. The 
actual choice made will depend upon cost and 
other relevant considerations. 


Reason for Issuing Convertibles 


Two principal reasons are usually advanced for 
the use of convertible securities: (1) to improve 
or enhance the marketability of a senior security 
(bond or preferred stock )—in effect, to “sweeten” 
the security by the addition of the conversion 
privilege and/or (2) to sell common stock (indi- 
rectly) at a price per share higher than the going 
or current price of the company’s common stock. 

A recent study of one hundred companies is- 
suing convertible bonds or convertible preferreds 
between 1948-1953 indicated that approximately 
one-third of those reporting had used the conver- 
sion privilege to improve the salability of a senior 
security—make it more attractive to investors. 
Two-thirds had done so to obtain a better or high- 
er price for their common stock .than could: be 
realized at the time the convertible offering was 
made. 

Where the primary motivation is to improve the 
salability of a senior security, the conversion 
privilege may be viewed as a form of payment to 
compensate for low interest or dividend payment 
or for inadequate security. When the conversion 
privilege is employed as means of selling common 
stock at a premium over the going market price, 
the conversion price normally is set at from 5 


percent to 10 percent higher than the current 
price. The conversion arrangement therefore 
serves both to defer the actual offering of the com- 
mon and to reduce the cost of common stock fi- 
nancing, if and when the conversion privilege is 
exercised. 


Cost of Financing 


In deciding which financing plan to follow in 
raising funds for expansion, cost considerations 
play a critical role. The relative costs of the three 
basic methods of financing (based on the simple 
set of assumptions stated below) are suggested by 
data in the following table: 


Relative Costs of Financing 


Method of Cost before Cost after 

Financing taxes taxes 
Bonds—4% Interest 4% 2% 
Preferred Common 10% 5% 
Stock 20% 10% 


The percentages reflect the relative costs of rais- 
ing $1,000 of funds through the sale of 4 percent 
bonds; the sale of 10 shares of preferred stock at 
$100 per share net; and the sale of 50 shares of 
common at $20 per share net. Current earnings on 
the common stock are assumed to be $2 per share 
after taxes and $4 per share before taxes. For 
simplicity purposes, an income tax rate of 50 per- 
cent is assumed. 

On the basis of these data, the cost of common 
stock financing is substantially greater than that 
for either preferred or debt financing. Clearly, 
under the assumptions indicated, issuing common 
stock is the most costly of the three methods of 
financing, for it is five times as expensive as debt 


financing and twice as expensive as preferred stock 
financing. 

If the common stock could be sold at a higher 
price than that indicated in the illustration, the 
cost of common stock financing would be less since 
the cost is a function of, or is dependent upon, 
market price (*"32?hae)- Herein would be a 
good reason for considering the issuance of a con- 
vertible bond or convertible preferred stock. The 
conversion price would normally be set above the 
current market price of the common. Accordingly, 
on conversion, the company would realize the con- 
version price (not in cash but in form of debt can- 
cellation or retirement of preferred stock) which 
would be set at a price higher than the current 
market price. 


In our hypothetical illustration, if the bonds 
were made convertible and the conversion price 
were fixed at $25 ($5 above current market), the 
cost of common stock financing via the conversion 
route would be less than the amount now indi- 
cated (10 percent after taxes). At the conversion 
price of $25—assuming the bonds were converted 
—the cost to the company of common stock fi- 
nancing via this indirect route would be 8 percent 
instead of 10 percent. This represents an appreci- 
able cost saving. Whether this saving would be 
sufficient inducement to choose such an indirect 
method of common stock financing as against 
other alternatives would be a matter of judgment 
as between cost and risk. 


Risk the Company Faces 


The cost advantage of indirect common stock 
financing (via the convertible debt route as com- 
pared to straight common stock financing ) is offset 
by the possibility that subsequent to the issuance 


When a company is in the 52 percent tax bracket 
for corporate earnings, non-convertible debentures 
are also less expensive than the issuance of common 
stock to finance expansion. To be attractive to in- 
vestors, the interest rate must be high and the com- 
pany must have a substantial investment in fixed 
assets as most hotels-motels do. Further, the ratio 
of indebtedness against fixed assets must be low 
enough to provide an ample umbrella over property 
value shrinkage, thus protecting stockholders as well 
as security investors. 

A case in point is the Sheraton Hotels Corporation. 
The estimated value of the Company’s total assets 
for the year ending April 30, 1960 was reported 


Financing with Non-Convertibles 


at $390,620,209, up about $44,000,000 from 1959. 
President Ernest Henderson, in his President’s Re- 
port, made this statement concerning the Company’s 
long term debt policy: 

“Sheraton’s long term debt increased from $159,- 
614,617 to $176,320,713 during the year. The in- 
crease reflects the sale of an additional $8,000,000 
of the Company’s 74 percent Capital Income De- 
bentures. The Company’s policy is to limit its long 
term debt to approximately 50 percent of total assets 
at officers’ estimated value, less current liabilities. On 
this basis, the ratio of long term debt was reduced 
from 50.2 percent to 49.8 percent during the year 
ended April 30, 1960.” —Editor 


of the convertibles the market price of the com- 
mon might well fail to reach the conversion price 
fixed for the common stock in the convertible con- 
tract. In this event, holders of the convertibles 
would not convert to the common stock. Neither 
could they be forced, by redemption call of the 
convertible issue, to convert to the common stock. 

The company, under these circumstances, would 
find itself locked-in with debt financing and faced 
with the pressures that go with senior security fi- 
nancing. The company must assume this risk 
whenever it offers convertible debt as an indirect 
means of selling its common stock. 


Duration of the Conversion Option 


In the design of a convertible issue, the ques- 
tion arises whether the conversion privilege should 
be of limited or of unlimited duration. Should the 
privilege run with the life of the securities (the 
maturity date in the case of a convertible bond)? 
Or should the right be cut-off at the election of 
the issuer at some earlier date? 

In the study of convertibles previously men- 
tioned, about one-fifth of the bonds and two-thirds 
of the preferred stocks provided for a limited dur- 
ation of the conversion privilege. The time limita- 
tion is generally based on the theory that since 
the conversion privilege is in essence a “call op- 
tion” on the common stock at a predetermined 
price, the option should not be extended beyond a 
reasonable future period—say, eight to ten years. 

An outstanding call on the common stock at a 
fixed price necessarily carries with it a potential 
dilution threat. For example, the right to convert 
at $25 when the market value of the common 
stock has risen substantially above the conversion 
price may cause the market value to move down- 
ward if many convertible holders should exercise 
their option privilege. This consideration justifies 
placing some time limitation on the conversion 
privilege. 


Forcing Conversion 
A company issuing convertible securities gen- 
erally provides for the right to redeem or to “call” 
the issue—usually at a premium. This provision 
serves to limit the maximum amount of benefit 
that a security holder may derive from the con- 
version privilege. 


How a “Call” Operates 


If the convertible issue at time of call is selling 
at a price above the redemption or call price 


(parity price greater than call price) the call 
operation results in what is called a “forced con- 
version.” The holder necessarily exercises his con- 
version rights, for otherwise he would be penalized 
by the call. 

Thus, if a $100 convertible bond (convertible 
into five shares of common stock) were called at 
$105 and the market value of the bond were $150 
(stock selling at $30 per share) the holder would 
of course convert his bond into five shares of com- 
mon stock worth $150 instead of accepting $105 
in cash from the issuer, the redemption price of the 
bond. Thus, “forcing” of conversion results. 

Must the company call the whole issue? Not 
necessarily, The company may call part or all of 
the issue, depending on the debt contract. If a 
partial call is made, the issuer would generally 
draw by lot to determine which bonds would be 
called. The provisions for call—as well as other 
provisions of the issue relating to such matters as 
adjustments in conversion price for stock divi- 
dends, stock splits, etc.—are all spelled out in the 
indenture covering the issue. These matters are 
complicated and troublesome to formulate. 


Private vs. Public Offering 


Assume that a company proposes to issue con- 
vertible bonds as a means of financing expansion. 
Another decision must now be made. Does the 
company take the private route in the sale of its 
securities or does it finance by the public route? 


Private Offering 


By “private route” is meant the sale of the issue 
to an institutional investor, such as an insurance 
company, a pension fund, or other corporate in- 
vestor. “Private route” may also mean the sale to 
an individual or to a small or restricted number of 
persons purchasing securities for investment and 
not for resale to others. 

There are advantages to financing by the private 
or direct offering. Generally, it is less costly and 
less time consuming than a public offering. More- 
over, the private sale avoids involvement with fed- 
eral and state securities statutes. Other reasons, 
however, may dictate the advisability of a public 
offering. 


Public Offering 


When the decision is to make a public offering 
of the securities, the offering nust comply in all 
respects with the Federal Securities Statutes—the 
Securities Act of 1933. If it is a debt security, it 


must also comply with the Trust Indenture Act 
of 1939. A public offering involving use of the 
mails and instrumentalities of interstate commerce 
requires registration of the securities with the Se- 
curities and Exchange Commission and the use of 
a prescribed form of prospectus which must be 
furnished to each prospective purchaser of the se- 
curity. 

The public route is thus an expensive route in 
terms of dollar cost and management time. A great 
deal of effort is required to prepare the essential 
documents for S.E.C, registration. 

The Securities Act imposes severe civil liabilities 
on ail persons concerned with the public offering 
of securities—the issuer, directors and officers, 
underwriters, accountants, and others. The omis- 
sion of required information in the registration 
statement and prospectus, and misstatements or 
“half-truth” misrepresentations contained therein 
are specifically prohibited. Accordingly, consider- 
able care must be exercised in the preparation of 
documents for the public sale of securities. 


“Public” Not Defined by F.S.A. 


One troublesome aspect of complying with the 
Federal Securities Act relates to determining when 
an offering is a “public offering” within the mean- 
ing of the statute. The Acct itself is silent in respect 
to the definition of a public offering. It is generally 
believed that when the number of offerees ex- 
ceeds twenty-five or thereabouts the offering is 
“public” in character and requires registration 


with the S.E.C. 


A Case in Point 


Exactly what constitutes a “public offering,” 
within the meaning of the Securities Act, came 
sharply to view when a recent Crowell-Collier of- 
fering of convertible debentures was made. This 
company, in need of funds to cover operating 
losses sustained in its publishing business, sold 
$3,000,000 of 10-year convertible debentures to 
twenty-nine purchasers, including several dealer 
and brokerage firms. 

Later it was revealed that certain of the pur- 
chasers disposed of either part or all of their hold- 
ings to others, so that about seventy-nine persons 
or firms were involved in the offering. Several 
weeks later the company offered another $1,000,- 
000 of the same class of securities to twenty-two 
purchasers. This number involved directly or indi- 
rectly fifteen other persons who were deemed to 
be participants in the offering. 
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The S.E.C. took the position that the offerings 
constituted public offerings and, accordingly, 
should have been registered under the Securities 
Act. The company subsequently filed a registration 
statement covering an offer of recision to pur- 
chasers of the securities. Three of the dealers in- 
volved in the distribution of the debentures were 
temporarily suspended from the National Associ- 
ation of Securities Dealers for violation of the 
Statute. 


Financing with Convertibles 
Given below is a simple example of financing 
with convertible securities, Suppose a company 
wanted to raise $4,000,000 for the purpose of ac- 
quiring a chain of restaurants or a growing com- 
pany of motels. Let us set down a hypothetical 
balance sheet for the company as shown below: 


Balance Sheet of Company A Seeking Financing 


Assets 
Net Assets $3,000,000 


Liabilities and Equities 
Common Stock $2,000,000 
Earned Surplus 1,000,000 


Total $3,000,000 Total $3,000,000 


Planning for Expansion 


Company A, let us assume, has reason to believe 
that if it can buy Company B or its assets for 
$4,000,000 its profits would be materially in- 
creased, The specific amount is not important for 
the moment. To finance this acquisition, Company 
A could follow any one of the three basic methods 
of financing the acquisition: (1) debt; (2) pre- 
ferred stock; or (3) common stock. It could use 
one or more of these securities in combination. Or 
it could combine elements of each in the form of 
a convertible offering. 


Determine the Financing Method 


First, presumably, in arranging for financing, 
you would attempt to determine the relative cost 
of each method of financing and endeavor to fi- 
nance by that method which would prove to be 
the most profitable for your shareholders. Allow- 
ance must be made for the added risk accompany- 
ing debt financing. For this purpose, you would 
set up projected financial statements giving effect 
to the acquisition and to the various methods of fi- 
nancing that could be employed. In this way a 
decision can be reached as to the most advan- 
tageous method of financing for your company 
and shareholders. 


Debt Financing 


Assume, now, that your projections indicate that 
debt financing, if obtainable, would be the least 
expensive method of financing (and the one with 
the most risk, of course). It would promise a larger 
return for your shareholders as against alternative 
methods of financing. We proceed, accordingly, to 
work out our plan for debt financing. 


Public or Private Offering? 


We have the choice of going (1) the public 
route via a public offering; or (2) the private 
route via an institutional offering. The advantage 
of the public route might possibly be a better price 
for the issue from underwriters as against a private 
sale. On the other hand, such offering would re- 
quire registration and would be time-consuming, 

The private route avoids these difficulties. But 
then again we might receive a less attractive price 
from institutional buyers or from other private in- 
vestors. The loan restrictions might be tighter. 


The Private Investor 


For our purposes, let’s proceed with a private 
offering in mind—sale of the debt to an insurance 
company or to a pension fund or other institutional 
investor. In our negotiations we would bargain- 
out the terms of the financing with respect to the 
interest rate, possible lien arrangements, sinking 
fund requirements, covenant details regarding 
working capital restrictions, dividend restrictions, 
and the like. 

Conceivably our prospective investor might 
loan the entire $4,000,000 to the company—if the 
investor were satisfied that prospective earnings 
were sufficiently high to cover interest and sinking 
fund requirements by good margin and the other 
factors were favorable. This amount of debt fi- 
nancing would result necessarily in a top-heavy 
capitalization of the company ($4,000,000 of debt 
with an underlying equity of only $3,000,000). 
This certainly would not be regarded as a con- 
servative capitalization but rather as one fraught 
with danger. 


The “Rule of Thumb” Ratio 


Ordinarily we would prefer to see debt capital, 
as a source of financing, not in excess of two-thirds 
of the amount as represented by ownership or 
equity capital. This rule of thumb is subject to 
various qualifications depending principally on the 
earnings record and the stability of earnings of the 
issuer. 


Other Sources 


But let’s not solve our problem so easily. Let us 
suppose that our institutional investor would take 
only $2,000,000 of the debt and makes the “sug- 
gestion” (euphemism for insistence) that the bal- 
ance of $2,000,000 be obtained from other sources. 

“Other sources” might include being financed by 
equity capital or by an issue of subordinate debt— 
debt which will not compete, in case of default, 
with the creditor claims of our institutional in- 
vestor. Insofar as this investor is concerned, an is- 
sue of $2,000,000 of subordinate debt would be 
regarded as the equivalent of preferred or common 
stock. That is, the claims of the subordinate debt 
holders would be subject to the priority creditor 
position of the “senior” debt holder, our first in- 
vestor. 


Subordinate Debentures 


Proceeding with the subordinate debt idea as a 
possible means of raising the additional $2,000,000 
of required capital, we would consider again the 
question of a private or public offering. Here, un- 
der the circumstances, we might well decide that 
the public offering route is the best alternative for 
sale of subordinated debentures. 

Possibly the sale of the debentures to the public 
through underwriters could be readily effected. 
The underwriters would have the answer here. Or 
possibly—and most likely—the market would not 
be receptive to the issue except at a prohibitive 
interest cost in the light of the amount of senior 
debt and the subordinate position of the issue. 

Should the latter be true, we would probably 
next give consideration to the possibility of issuing 
preferred or common stock via a public offering. 
The cost of such financing would presumably be 
considerably greater than the financing by sub- 
ordinated debentures. 


Convertible Securities 


As a compromise with the alternative of a 
straight preferred or common stock offering we 
might well now turn to the idea of adding a con- 
version privilege to the subordinated debenture. 

We make, in effect, a delayed offering of the 
common stock, as described earlier, at a price 
higher than could now be obtained by a direct of- 
fer of common. Thus, we might work out our fi- 
nancing for the remaining $2,000,000 of needed 
funds through an offering of convertible sub- 
ordinate debentures. 
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When Company A merges with or buys out Company B 
how do the Federal tax laws affect the transaction? 


Tax Considerations in 
Corporate Acquisitions 


NON-TAXABLE ACQUISITIONS 


There are two fundamental methods by which 
one corporation or business entity can acquire an- 
other: taxable methods; and nontaxable methods. 
The latter methods are usually more attractive, 
and fall in three categories: 


1, Statutory merger or consolidation. 


2. Exchange of stock for assets of the selling 
corporation. 


3. Exchange of stock for stock of the selling 
corporation. 


I shall refer to a “selling” or “buying” corpora- 
tion whether talking about a taxable or nontaxable 
transaction, or a stock or asset transaction. 


A great deal of time and effort is put forth to 
determine which method is most satisfactory from 
the taxpayer's standpoint. There is no set answer; 


*Karl R. Price is a member of the Washington, D.C. 
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Division, Office of the Chief Counsel, Internal Revenue 
Service, 1949-50.) 
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degree from Oxford University. His Bachelor of Law De- 
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tion to being professorial lecturer in Federal Taxation at 
George Washington University Law School, Mr. Price 
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you need to seek out the one that fits your own 
circumstances. They all have this in common: they 
are devices by which one company, wanting to 
take over another, can proceed to do so. 


Statutory Merger or Consolidation 


Two corporations can be combined pursuant to 
an agreement between those corporations whereby 
the stockholders hold meetings and the majority 
vote an approval of that transaction. The result is 
that under the law two previously separate organi- 
zations are combined into one. 


Exchange of Stock for Assets 


The exchange of stock for assets is a contractual 
transaction whereby the buying corporation ex- 
changes some of its stock for the assets of the sell- 
ing corporation. 

The immediate consequence of the above two 
methods is that the buying corporation becomes 
the owner of the assets of the selling corporation 
or transfers those assets to a previously or newly 
organized subsidiary. 


Exchange of Stock for Stock 


The exchange of stock for stock is a contractual 
transaction in which stock of the buying corpora- 
tion is issued in exchange for stock of the selling 
corporation. The buying corporation thereby be- 
comes the owner of the selling corporation’s stock. 
The buying corporation is faced with the further 
decision: (1) whether to continue the selling cor- 
poration as a separate entity; or (2) whether to 
liquidate the selling corporation. 


Consideration 


In addition to considering these three basic de- 
vices for effecting a tax-free acquisition, one must 
also decide what consideration will be given. This 
consideration can consist of stock of the buying 
corporation; of money; of debt obligations; or of a 
combination of these three. 

If a merger is to be tax-free, the stockholders of 
the selling corporation must receive stock in ex- 
change for their stock and the security holder may 
receive either stock or debt obligation. There is a 
limited alternative: it is possible for the stock- 
holders of the selling corporation to exchange their 
stock partly for stock and partly for debt or cash, 
where they are willing to treat the sale as partially 
taxable to them. 

If the transaction is to be an exchange of stock 
for assets, then voting stock must be used as con- 
sideration. 


An exchange of stock for stock is subject to the 
same limitation; i.e., voting stock of the buying 
corporation must be employed to have the trans- 
action tax-free to the seller. 


Voting Power 


Although the concept of voting power is ordi- 
narily connected with common stock, the law 
doesn't require that common stock be used in 
these circumstances. It can be preferred stock. 

In some situations, where corporations have 
been interested in effecting tax-free acquisitions 
and it is desired to limit voting power, some 
peculiar limitations have been worked out. 

The buying corporation, for example, may 
have one class of common stock with one 
vote per share, but wants to retain control 
after the transaction. The stockholders of the sell- 
ing corporation may have a closely integrated 
block of voting power. So that the selling corpora- 
tion won't be in control, the buying corporation 
authorizes a new class of common stock with 
power to elect 25 per cent of the board of di- 
rectors, while the pre-existing stock will control 75 
per cent of the board. This arrangement limits the 
effectiveness of the voting power of the selling 
corporation. 


Tax Basis 


A concomitant consideration to the recognition 
of gain or loss concerns the tax basis which the 
buying corporation may set up on the assets 
acquired from the selling corporation. Tax basis is 


the most important consideration, from a tax 
standpoint, that the buying corporation has to con- 
sider. There is one rule of universal application: if 
the buying corporation is acquiring properties in 
a transaction which is tax free to the selling cor- 
poration, the buying corporation is going to be 
limited to the historical basis of the selling cor- 
poration. 


The purpose of “basis” is to determine: 


1. The gain or loss on the sale of the property. 
2. The amount of depreciation allowable. 


3. The loss on retirement or destruction of the 
property. 
“Basis” is ordinarily determined by reference to 
cost, reduced by the amount of depreciation al- 
lowed each year. 

If a corporation is acquiring assets of a success- 
ful company, the assets of the selling corporation 
will ordinarily have a tax basis lower than their 
actual value because: (1) depreciation is usually 
allowed at a rate somewhat more rapid than the 
decline in economic value, and (2) a successful 
business will have developed a good will value, an 
element on which sellers make their profit. 

When buying a business in which the good will 
value predominates, it is largely immaterial to the 
buyers whether they get a cost basis. The good 
will element is not depreciable, and no immediate 
tax benefit can be developed from it. The buyer 
must face the fact that the excess consideration 
over the tax basis of those assets is largely attribu- 
table to the good will element. On the other 
hand, if the excess consideration reflected a differ- 
ence in the depreciated cost and the actual value 
of depreciated properties, or in cost and value of 
inventory, the buyer's attitude would be some- 
what different. 

In any event, the buyer and the seller must de- 
cide whether the transaction should be handled in 
a taxable or tax-free manner. The decision is 
usually made in favor of the tax-free decision. 


Consequences of Taxable Acquisitions 

After the decision of which of the three meth- 
ods is to be employed and what kind of considera- 
tion is to be used, the following questions arise: 
(1) will the acquiring corporation have a division 
in which these assets are held as property owned 
by the corporation directly; or (2) will the cor- 
poration put the properties into a subsidiary? That 
is a decision which is conformable to either taxable 
or tax-free manner of acquisition. 


Two different tax rates apply to taxable acquisi- 
tions: the first, applying to capital gains, is a 
straight 25 per cent for corporations and a maxi- 
mum of 25 per cent for individuals; the second, 
applying to ordinary income, is practically never 
lower than 25 per cent. 


Sole Ownership 


When a business is sold by an individual, the 
transaction, for tax purposes, is considered to be 
a sale of the various assets that comprise that busi- 
ness: inventory, fixed assets, equipment, invest- 
ment assets, good will, etc. One must therefore 
determine the nature of each asset comprising that 
business. Inventory and receivables are ordinary 
assets, and real property, equipment, investments, 
and good will are generally capital gain assets. 

This dichotomy gives rise to conflict of interests 
between the seller and the buyer. The seller is 
interested in arriving at a determination for tax 
purposes so that as much as possible of what he 
receives should be applied to capital gains and 
as little as possible to ordinary gains. The buyer 
wants as much of his cost as possible placed on in- 
ventory and receivables so that he can minimize 
his gain or produce a loss on these ordinary in- 
come assets. 

This problem exists in every such transaction. 
The answer lies in determining the actual value 
of the various properties. Looking at the situation 
from the standpoint of both of them, once a party 
has agreed to a valuation in the contract, it would 
be very difficult to repudiate it. 


Partnership 


If a taxable sale is being made by a partnership, 
basically the same problems are present. Where 
the partnership is selling, it may sell its assets, or 
the partners may sell their partnership interests. 
The purchase of the various partnership interests 
terminates the partnership. When a partnership 
interest is sold, a preliminary determination must 
be made as to an allocation of the amount which 
the selling partners receive among various assets. 


Corporation 


A selling corporation, however, faces certain his- 
torical differences. Until a few years ago, if the 
stockholders of a corporation sold their stock in 
that corporation the result was a capital gain or 
loss to them on the sale of their stock regardless 
of the nature of assets which the corporation 
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owned at the time of the sale. On the other hand, 
if the corporation sold its assets, the amount of 
taxable gain or loss to the corporation had to be 
determined. This determination was made as if 
an individual were selling those assets. When the 
corporation distributed the proceeds of the sale, 
the stockholders would have a gain or loss on the 
liquidation. 

These rules have been modified in recent years. 
A procedure is now available whereby a corpora- 
tion can sell all of its assets and then distribute 
the proceeds of the sale in liquidation. The stock- 
holders then are taxable on the relinquishment of 
their stock for the consideration distributed to 
them in liquidation, but the corporation has no 
taxable gain or loss in its own right. This is an 
extremely desirable and beneficial procedure, par- 
ticularly when a large number of stockholders are 
involved. 


Collapsible Corporations 


The privilege of having the corporation sell its 
assets and distribute the proceeds to stockholders 
is not available if the corporation is considered a 
“collapsible corporation.” 

A “collapsible corporation” is one that has been 
organized or used by the stockholders for the pur- 
pose of avoiding the tax on ordinary income from 
the disposition of assets. For example, suppose an 
individual, engaged in the real estate business, 
acquires a tract of land which he thinks has great 
potentiality. He forms a corporation which divides 
the real estate into lots and develops it for sale. 

When the property is ready for sale to the pub- 
lic, the owner sells his stock, instead of the cor- 
poration selling the real estate. The individual 
should be able to receive for his stock a price 
which will give him a profit reflecting the develop- 
ment of the property for commercial sale. He will 
claim a capital gain on the sale of his stock be- 
cause he is not a dealer in stocks. 


However, the collapsible corporation provision 
says that, having used this corporation for the 
purpose of disposing of property in such a way, 
he has ordinary gain on the sale of his stock. Al- 
though the collapsible corporation provision has 
been primarily used against real estate operations, 
it is applicable to all types of business. 


You might find it hard to visualize the applica- 
tion of these provisions to hotel or restaurant busi- 
ness, But where some individuals organize a cor- 
poration, then develop a business in that corpora- 


tion, and after a limited period undertake to sell 
their stock, the government may say that this was 
their purpose from the outset. 

In a collapsible corporation the stockholders 
must pay an ordinary income tax. 

How long can the stockholders hold the proper- 
ty in order to be immune to this trend? 

The rule is that when the acquisition, 
construction, and production of the property is 
completed more than three years before the sale, 
the provision doesn't apply. But if goodwill is 
the property produced, there isn’t any cutoff date 
to start the three-year period running. If the 
property is operated for ten years, the Govern- 
ment wouldn't be likely to determine it collapsible. 
If kept for five years, the sellers should be aware 
that there is possibility of such a determination. 

How long can the earnings be kept in the busi- 
ness? 

There is no limit. Earnings can be left in the 
business operation as long as there is a reasonable 
need for them to be there: 


Other Problems 

When one company sets out to acquire another, 
a multitude of problems should first be carefully 
checked and considered, Sometimes in the rush 
of completing a bargain, the deal is completed 
without tying down loose ends. It is very impor- 
tant to review the situation expeditiously and 
to check off everything that should be considered, 
such as: 

1. Income tax considerations: These are most 
important. 


2. Security Laws: When one corporation ac- 
quires another in a statutory merger or in a pur- 
chase of assets where the vote of the stockholders 
of the selling corporation binds the selling cor- 
poration, the buying corporation doesn’t have to 
file a registration statement on the issuance of its 
stock for the assets of the selling corporation. 

3. Stockholder approval: Two-thirds of the 
stockholders on both the buying and selling side 
must approve mergers and consolidations. 

4, Right of appraisal: In statutory mergers, 
stockholders of both corporations have the right 
of appraisal and may exchange their stock for its 
fair cash value rather than continue as_stock- 
holders. 

5. Dilution of equity: Stockholders of the buy- 
ing corporation do not like it when property is ac- 
quired in exchange for additional common stock, 
reducing their proportionate interest in the earn- 
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ings of the business. They would often rather is- 
sue preferred stock or debt obligations. 

6. Accounting regulations: Accountants have 
their own analysis of these transactions, They are 
not governed by legal definitions but consider 
whether the transaction constitutes either a pur- 
chase or a pooling of interest. Relative size is the 
most important consideration, If the buyer is only 
twice as big as the seller, it ordinarily constitutes 
a pooling of interest. 

On a pooling of interest, the accountants will 
set up assets of the acquired company at values 
equivalent to the values on the books of the sell- 
ing company. Earned surplus would be trans- 
ferred to the buyer. 

On a purchase, the accountants attach to the 
assets acquired the agreed valuation equal to the 
consideration paid for them. If those assets in- 
clude good will, the accountants will require that a 
value be placed on it and set up on the books, 
and that good will be amortized and charged 
against earnings. 

7. Contingent liabilities: Another important 
consideration, both legally and tax-wise, concerns 
unknown or contingent liabilities, In a statutory 
merger, the buyer becomes obligated on the 
debts of the selling corporation. In the purchase 
of assets, the parties have some measure of con- 
trol. The buying corporation can specify what 
debt obligations it will assume. 

8. Stamp taxes: There are Federal stamp taxes 
on actual value of stock: 


10 cents on $100 on issuance 
4 cents on $100 on transfer 


There are also state stamp taxes in certain 
states. Here is one quirk: If A Corporation merges 
into B Corporation, B gets A’s assets, and B issues 
stock to stockholders of A Corporation. The gov- 
ernment says there is both an issue and a transfer 
tax applicable to stock which B Corporation issues 
to stockholders of A Corporation. There is thus 
a tax of 14 cents per $100 valuation on the trans- 
action. 


Highlights of 1958 Tax Legislation 

1. Accumulation of earnings of a corporation. 
There is a special penalty tax on the unreasonable 
accumulation of corporate earnings. The corpo- 
ration is compelled to distribute earnings not 
needed in the business. A minimum is now fixed at 
$100,000 instead of the former minimum of $60,- 
000. This means any corporation can accumulate 
up to $100,000 without concern for a penalty tax. 
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2. Special depreciation. A special depreciation 
deduction is allowed on tangible personal property 
in the year it is acquired, up to 20 per cent of the 
cost of the property, but not in excess of $2,000 
a year. 

3. Investment loss. Individuals may take an 
ordinary loss up to $25,000 on investment in stock 
of a corporation. The general rule is that if you 
invest in the stock of a corporation which is not 
successful, and you sell at a loss, it is a capital 
loss. There are, however, many technical restric- 
tions: (a) the rule applies only to original stock- 
holders; (b) it is only available for a small busi- 
ness with a net worth less than $1,000,000; and 
(c) it must be in a business corporation in an ac- 
tive sense not an investment corporation. 


4, Election to be taxed as partnership. It is now 
possible for a business to be incorporated without 
being subject to corporate income tax provided 
that the stockholders consent to the application of 
tax provisions which treat them somewhat as if 
they were doing business through a partnership. 
(Subchapter S.) The individuals benefit in that 
they can do business in corporate form, yet remain 
free of corporate tax by paying on an individual 
basis. 


Hotel-Motel, continued from page 10 


¢ Food and Beverage Operations—are the dining 
rooms, bars, menus, service, and merchandising 
methods in keeping with the potential guest's 
taste and pocketbook? 


© Service and Conveniences—has every effort 
_been made to provide easy advance reser- 
vations, drive-in registration, parking, and per- 
sonal service? 


¢ Administration—is the management alert, pro- 
gressive, sales and service minded? Are there 
employee problems? 


Thus far no mention has been made of the com- 
petitive picture. In some areas, overbuilding based 
on hoped-for patronage has occurred. In such in- 
stances, the hotel-motel scoring lowest in the fac- 
tors set forth above suffers most as a rule. There 
are many who feel that the obsolete, shoddy facili- 
ties offered by the older hotels and motor courts 
contributed directly to the development and 
growth of the motel industry. 

The wisdom of erecting new properties in an 
area where the existing or foreseeable demand 
does not warrant such investment will be dealt 
with later in this article. 


Appraising the Situation 

The broad economic review outlined above 
should be made with extreme care and with the 
best advisory talent available to determine the 
causes for the downward trend as well as the steps 
that should be undertaken to improve the situ- 
ation. In some cases it is readily apparent that the 
property has reached the end of its economic life. 
Any further investment of money, time, and effort 
would be economically unsound. 

In other instances, the review may indicate that 
a program of modernization, acquisition of park- 
ing facilities, or similar action will improve pa- 
tronage and increase revenue. 

There will be cases in which it is extremely dif- 
ficult to determine whether the property has come 
to the end of its economic life or whether further 
investment and change will make the property 
economically sound. All aspects of the problem de- 
serve careful investigation and market surveys. 


And, of course, there are always instances in 
which a person or a family that has owned a 
hotel-motel for years will continue the operation 
for sentimental reasons, regardless of economics. 
In these cases it should be recognized that the 
decision is governed by emotion rather than by 
business principles. 


Rehabilitation Programs 


The decision to rehabilitate a property should 
give considerations to the costs involved relative to 
the potential revenue that can be expected in the 
light of such modernization. No definite forecast 
can be made of occupancy or of food and beverage 
sales. Yet, computations can be made as to the 
revenue that would result under varying rates of 
occupancy and with various estimates of food and 
beverage sales. 

When the costs of rehabilitation show that an 
unreasonably high occupancy rate is required to 
make the investment sound, it should not be too 
difficult to decide that such a project should not be 
attempted. If the figures show that a moderate in- 
crease in volume would give a substantial return 
on the investment, then the decision to go ahead 
is the evident course of action. 


Need for Prognosis 


Many hotel and motel properties are now at the 
point where a broad economic review should be 
made to determine future policies, An establish- 
ment doesn’t necessarily have to be unsuccessful 


or show losses to warrant this evaluation. The 
analysis could be the basis for setting future policy 
and the pattern of action for the years ahead. Ad- 
vance planning is much safer than facing up to an 
untenable situation later on when the alternatives 
offer little in the way of salvage. 


Remedies Applied 

Ownership and management have faced such 
problem hotels-motels and reviewed the broad 
economic scene. The conclusions reached have 
varied with the circumstances. Some properties 
have been modernized on an all-out basis. Others 
have had moderate programs of rehabilitation in 
keeping with their estimated economic life. Still 
other properties have been converted to other uses 
—hospitals, senior citizen’s homes, schools. And in 
some cases the decision has been to tear down the 
buildings and use the area for parking lots or new 
structures that are economically sound. Each situ- 
ation must be carefully reviewed. All factors 
should be weighed. Then a course of action 
should be decided upon. 


New Hotels-Motels 


Up to this point the discussion has centered 
upon the economic life of existing hotel-motel 
properties. Now let us consider the situation that 
applies to new hotels and particularly new motels 
being constructed on the planning boards. 

Many more motels are being constructed than 
hotels. Motels have caught the public’s fancy and 
gained patronage rapidly. Many hotel companies 
now operate motels, motor courts, motor hotels. 
Since 1948 some 34,000 motels have been built, 
making the total about 60,000. Reports show that 
about 250 new ones have been built this year and 
close to 450 are being planned—most of them with 
over 100 rooms, swimming pools, restaurants, and 
often meeting space to accommodate conventions, 
The current motel building boom bids well to 
overshadow the hotel building boom of the late 
1920's and early 1930's. 

Good business sense dictates the need for a 
careful survey of the economic feasibility of mak- 
ing a new structure pay before embarking on any 
such heavy investment of capital. The survey 
should clearly show the need for a new structure 
and indicate its business potential. Not every new 
motel project proves to be a pot of gold. 

In advising clients, my firm has sometimes 
found it necessary to inform them that a contem- 
plated motel project would be economically un- 


sound. On the other hand, in many instances we 
have been enthusiastic about the economic possi- 
bilities of such projects. 

Whether the new construction being considered 
is a hotel or motel, a report circulated by the 
American Hotel Association in 1946 to lending in- 
stitutions is still applicable today: 


¢ Have a market analysis made by a reputable 
managerial and operating organization or hotel 
accounting firm which will include a survey of 
the project’s business potential from the stand- 
point of the town’s trading area, the amount of 
traffic coming into the town, and the situation as 
to the existing supply of rooms to accommodate 
that traffic. 

¢ Let the organization that made the market 
analysis guide you as to the size, type, and 
character of the hotel-motel to be built, based 
upon the results of the analysis. 

® Carefully examine any estimate of the potential 
earning power which is based on an assumed 
high annual room occupancy. This is likely to re- 
flect conditions during a boom period in business 
and the prospects are apt to be inflated far be- 
yond what it could actually earn under normal 
conditions. 

@ Make adequate allowances for competition to the 
new hotel-motel from existing hotel and motels 
which are likely to have lower capitalization and 
fixed-capital charges and are therefore in an 
extremely advantageous position when it comes 
to withstanding competitive or depression con- 
ditions. 

¢ Be sure that the new project is soundly financed, 
that the stock is sold at a minimum expense, and 
that the proportion of equity money to funded 
debt is not so low as to create a_high-fixed 
capital charge of interest on indebtedness. 

¢ Insist that plans and specifications be made and 
supervised by an experienced hotel-motel archi- 
tect. 

® Make certain that the actual management of the 
business is to be placed in the hands of competent 
operating and managerial personnel, under the 
supervision of an experienced operator who has 
been consulted throughout the formative stages 
of the project. 


If every hotel or motel project was subjected to 
the test of these steps, we would have little or no 
concern about the dangers of overbuilding. The 
competition, the available market, the con- 
venience of the location, as well as the financing 
costs should be considered before making invest- 
ment commitments. 

No forecast of operating results can be guaran- 
teed. But a blueprint of logical, carefully made 
estimates is to be preferred over the hit-or-miss 


gamble. 


The Money Market 


Adapted from The Business Review, Federal Reserve Bank of Philadelphia, December 1960. 


What the Market Does 


The money market as the term is commonly 
used refers to the market in which short-term 
Government securities, commercial paper, and 
other short-term credit instruments are bought 
and sold. 

The money market, as other markets in a free 
economy, developed to meet certain needs. Cash 
receipts are rarely in just the right amount and 
received at the right time to meet payments. This 
is true for all spending units—families, business 
firms, banks, and government. The problem of 
bridging the gap between payments and receipts 
is universal, At times, receipts are larger than 
payments; at other times, payments exceed re- 
ceipts. Either we must build up a surplus when 
receipts are in excess, or borrow to meet the 
shortage when payments are greater than receipts. 


Individual Needs 


Most individuals and business firms meet this 
problem by using the services of commercial 
banks. Receipts are deposited in the banks, and 
checks are drawn as needed to make payments. 
The deposit balance builds up when there is an 
excess of receipts; it can be drawn down to meet a 
temporary excess in payments. If the deposit bal- 
ance is inadequate, it may be supplemented by 
borrowing. Smaller commercial banks often use 
their larger city correspondents in the same way 
to help bridge the temporary gaps between inflows 
and outflows of funds. This process of balancing 
receipts and expenditures tends to pass surpluses 
and shortages along to the larger institutions in 
financial centers. 


Large Banks 


How do these larger institutions meet tempo- 
rary shortages? A widely used source is the money 
market. Institutions with highly marketable, 
short-term securities can readily obtain funds by 
selling securities in the money market; those with 
temporary excesses can purchase highly liquid 
earning assets. Thus the money market is a source 


of funds for holders of marketable short-term 
securities; it affords an outlet for institutions 
seeking some income from temporarily idle funds. 

The money market registers shifts in the 
supply of and the demand for short-term funds 
throughout the country. For example, depositors 
in a bank in Miami may withdraw substantial 
sums of currency to meet customer demands for 
cash. To obtain funds, the bank might draw on 
its balance in a correspondent bank in New York 
City or sell short-term Governments. In either 
case the pressure is transmitted to New York, 
the nation’s principal money market. 


Seasonal Swings 


There are pronounced seasonal swings in the 
public’s demand for currency. Typically, currency 
flows from the banks prior to holidays and re- 
turns to the banks once the holiday period is over. 

Currency flows are especially large at the 
Christmas season. Heavy withdrawals before 
Christmas are a substantial drain on bank re- 
serves and tend to increase the demand for funds 
in the money market. The return flow after 
Christmas adds several hundred million dollars 
to bank reserves and tends to increase the sup- 
ply of funds in the market. 

Bank depositors write millions of checks every 
day to pay bills, and collection of these checks 
shifts substantial sums among banks, some gaining 
and others losing funds. The tremendous volume 
of Treasury transactions—receipts and disburse- 
ments—is also constantly shifting funds among 
banks and other institutions. 

The volume of these commercial, financial, and 
Treasury transactions shifting funds into and out 
of the money market runs into several billion 
dollars every business day. The bulk of the trans- 
actions flows through the reserve accounts of the 
money market banks. Fortunately, the net effect 
on reserve positions is only a fraction of the total 
volume of transactions. Even so, such transactions 
may supply or withdraw several hundred million 
dollars in a single day. 


Structure of the Market 


The money market has three main parts: a stock 
in trade, buyers and sellers, and facilities for 
bringing the two together. 


Stock-in-Trade 


The stock in trade of the money market consists 
of high quality, marketable short-term securities 
and similar credit instruments, mainly short-term 
Treasury securities and deposit balances in the 
Reserve Banks, commonly referred to as federal 
funds. There are $36 billion of Treasury bills out- 
standing, $25 billion of Treasury certificates, and 
$14 billion of other Treasury securities maturing 
within one year. Bankers acceptances total about 
$1.7 billion, and commercial paper—excluding 
finance company paper placed directly with in- 
vestors—totals about $1.3 billion. 

The daily volume of transactions in short-term 
Treasury securities ranges from several hundred 
million dollars to well over a billion dollars, and 
the volume of federal funds transactions is even 
larger. Transactions in bankers acceptances and 
commercial paper total much less than either 
short-term Governments or federal funds. 


An Institutional Market 


The money market is predominantly an institu- 
tional market. Data on the distribution of the 
ownership of short-term Government securities 
provide a clue as to the principal buyers and 
sellers. 

Recent data show that commercial banks held 
12 per cent of the Treasury bills, large non- 
financial corporations 14 per cent, U. S, Govern- 
ment investment accounts and the Federal Re- 
serve System 9 per cent, and 65 per cent by all 
other investors, such as foreign central banks and 
state and local governments. 

The ownership distribution of other short-term 
Governments is similar. Bankers acceptances and 
commercial paper are held largely by commercial 
banks. 


An Over-the-Counter Market 


The money market is an over-the-counter mar- 
ket, not an organized market such as the stock 
exchange or a commodity exchange where trans- 
actions are executed in a large trading room. 

The core of the market consists of 17 dealers 


specializing in Government securities, most of 
them with head offices in New York City. Some of 
the dealers also handle bankers acceptances and 
commercial paper. These dealers—some banks 
and some non-bank—have a network of branch 
offices covering the entire country. Branch offices 
are connected with the head office by private wire. 

This network of offices that buy and 
sell orders from all over the country funnels 
into the head offices, mostly in New York City. 
A buy or sell order placed with a branch office in 
San Francisco or Houston will ordinarily be ex- 
ecuted by a trader in the head office in New York 
a few minutes later. 

Orders are consummated over the telephone 
and the price is determined by negotiation, It is a 
highly competitive and impersonal market, so that 
bid and offer prices for a particular security differ 
little, if at all, among the dealers at any one time. 


The Federal Funds Market 


The federal funds market is a segment of the 
money market of increasing importance. This is a 
market in which deposit balances in Reserve 
Banks are traded. Transactions are commonly re- 
ferred to as purchases and sales of federal funds, 
although in reality they are in the nature of short- 
term loans. The bulk of the transactions is over- 
night, unsecured loans. 

Another type of transaction is the repurchase 
agreement. In this type of transaction, the bor- 
rower, for example, sells short-term Governments 
under an agreement to repurchase the securities 
at a specified time, and at an agreed price and 
rate of interest. The repurchase agreement has be- 
come an important source of financing for Gov- 
ernment securities dealers, and dealers will usually 
tailor the maturity to fit the needs of the pur- 
chaser. 

The larger commercial banks in financial cen- 
ters account for the bulk of the transactions in 
federal funds. These institutions try to keep fully 
invested and in order to do so, most of them make 
daily adjustments in their reserve positions, For 
daily or other very short-term adjustments, the 
federal funds market is more suitable than short- 
term securities because there is no spread be- 
tween bid and offer quotations and no risk of a 
price change. The federal funds rate is thus a 
sensitive indicator of the reserve position of the 
larger banks in financial centers. 


The South American honeydew melon is a cross between the honeydew and the casaba melons. 


56 


Budgeting 


The Art of Forecasting 
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“Forecasting + Planning + Budgeting — Waste = Net Profit” sums up the 
viewpoint of eight foreign students studying hotel accounting at Cornell. (From 
the top) Greek: Stelio Seferiades; Japanese: Yuji Yamaguchi; Arabic: Flora Farag; 


Finnish: Matti Sarkia; Hebrew: 


Ezekiel Hacohen; Viet Namese: Khuong-Binh 


Tay; Italian: Jean Pierre Clerici; Tagalong (Philippines): Erlinda Enriquez. 


Dennis E. Pitcock, C.P.A. 
Partner, Harris, Kerr, Forster 


An enterprise cannot remain stationary. . . it 
must either move forward or slip backward. To go 
forward, management must look ahead, adjust its 
business operations to the times, and secure and 
maintain the effective balance necessary to the 
earning of maximum profits—the objective of 
every business. 
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An effectively designed and operated budget— 
one that furnishes a well-rounded picture of prob- 
able sales, production, income and expense as well 
as profit or loss for a definite future period—is in 
effect a forecast of the future. It is an invaluable 
aid to management for charting its course. 

No management device of similar complexity 
has ever before been so quickly accepted and in- 
stalled so rapidly in American business as the 
budget. The beginning of this extraordinary ac- 
ceptance of the budget can properly be dated 


from the publication in 1922 of J. O. McKinsey’s 
book, Budgetary Control.’ ; 

In 1938, Lucius Boomer, then head of the Wal- 
dorf-Astoria, devoted a chapter in the revised edi- 
tion of his book, Hotel Management’, to the ad- 
vantages of control by budgeting. He explained 
the extent to which the “Uniform System of Ac- 
counts for Hotels” facilitates budgeting and dif- 
ferentiated between the types of budgeting tech- 
niques required for a hotel's operating depart- 
ments. 


Definitions of the Budget 


The business budget is defined by the financial 
handbook as: 


A plan by which to govern the operation of a 
business for a definite future period and which 
includes a forecast of the financial condition of 
the business at the termination of that period. The 
form of a budget and the degree of its simplicity 
or complexity is governed by the purpose for 
which it is prepared, the use to be made of it, and 
the type and organization of business employing 
it. 


The accountant’s dictionary by Mr. Kohler de- 
fines a budget as: 


A financial plan serving as a pattern for a con- 
trol over future operations. The budget provides: 

e An estimate of future costs. 

e A systematic plan for the utilization of man- 


power, material, or other resources. 


Budgets assume varying forms, depending on 
the operating methods, scope, and complexity of 
the business. They may, however, be divided into 
main classes: 


1. Capital budgets—directed toward proposed ex- 
penditures for project activities, and 


2. Operating budgets—directed towards planning and 
controlling program activities. Operating budgets 
may be further subdivided into: 


®@ Sales 

¢ Advertising and marketing 

® Production and labor 

© Inventory and purchases 

® Maintenance 

1 J. O. McKinsey, Budgetary Control, The Ronald 
Press, New York, 1922. 

* Lucius M. Boomer, Hotel Management Principles and 


Practices (3d ed.), Harper Brothers & Co., New York, 
1938. 


© Overhead budgets 


© Special-purpose budgets, such as those con- 
structed for job production 


¢ Financial budgets, such as the cash budget for 
planning and controlling cash receipts and dis- 
bursements. 


¢ Long-range financing budgets 


All of these budgets can be keyed directly into 
pro-forma balance sheets, statements of income 
and expense, or other all-purpose statements. 


A Management Tool 


The budget also provides management with a 
tool for steering its course. The presentation of 
current figures in comparison with budget figures 
furnishes an automatic incentive to greater ef- 
ficiency among the personnel. This comparison 
capitalizes on the psychological fact that when a 
person realizes his record is being compared with 
a given standard—the budget—and is also being 
checked with the record of others doing similar 
work, he strives to attain the standard and to 
make the best possible record. 

A budget thus becomes a management tool. 
Like any other tool, it must be used skillfully to be 
effective. A hammer and a nail are useless unless 
there is well-directed driving power behind the 
hammer. 

Once the budget is set, someone must follow 
through to obtain action. The budget must be a 
basis for action. Intelligent action is the watch- 
word of modern business. The test of the budget 
lies not in its original compilation and presenta- 
tion but in the follow-up obtained through a cur- 
rent, scheduled presentation of graphic and tabu- 
lated records supplemented by personal letters 
and face-to-face conferences. 


Management Accounting 


Recently, we have heard a great deal about 
“operation research” and the part “management 
accounting” has played in its development. “Man- 
agement accounting” is modernized accounting 
designed to assist management in its planning, 
control, and administrative functions. For this 
reason, traditional historical accounting-the ac- 
curate recording of past expenditures—is gradually 
being revamped into a form and technique of ac- 
counting dedicated to the planning function and 
to evaluating operating results in comparison with 


preplanning. 
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The Hotel Budget 


Rightly conceived and administered, a budget 
plan is of inestimable value to hotel management. 
Proper use of the budget: 


¢ Provides maximum expense control because a 
budget is a well-organized plan based upon 
facts. 

¢ Fixes responsibility. 

e Assures better co-ordination of all activities. 


© Maintains a proper relationship between in- 
come and expense. 


@ Sets a standard to which estimates and actual 
performance may be compared. 


¢ Provides an opportunity to cushion the effect 
of adverse developments by pointing out in 
advance the possibility of such developments. 


These are changing times and hotel accounting 
must set new targets and new goals. The hotel 
business, a service industry, requires lots of per- 
sonal service, many man hours of labor, and a high 
percentage of payroll in relation to dollar sales. 
Hotels, if they are to survive and prosper, must 
do a more effective job in the control of payroll 
costs and of other expenses than they have done 
in the past. 

The Harris, Kerr, Forster & Company's Trends 
in the Hotel Business—1959 reports: 


Total sales and income for 400 hotels included 
in the study exceeded 841 million dollars in 1959 
and represented more than one-third of the total 
revenue of all hotels in the United States with 
more than 25 guest rooms each. Compared with 
1958, the 1959 total was about $32,585,000 greater. 
Of this increase in total revenue, 90% or $29,388,- 
000 was absorbed by increased operating costs 
and expenses. 


Modern accounting techniques for hotels de- 
veloped within the past ten years utilize “unit 
control.” An example of unit control is the control 
or effective use of a stipulated number of units of 
labor in terms of hours or work days and the con- 
trol of food preparation through the number of 
orders to be prepared and served. 


Applicable to Small or Large Hotel 


A hotel’s size has little bearing upon its need 
to plan and budget. Too often the small hotel 
operator has considered budgeting as unsuited to 
his requirements. Although convinced of the mer- 
its of budgeting, the small operator may feel that 
it is too involved and too costly. This is a miscon- 
ception. 
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Intelligent planning does demand careful study. 
While the required procedure is fundamentally 
the same, whether the hotel be small or large, the 
application is much simpler in the small operation. 
Most managements of small operations could un- 
dertake budgeting without much assistance from 
the outside. When professional help is required, 
it need not be extensive nor expensive. 

The projection of a cash budget to determine 
what funds will be required, when they will be 
needed, and from what sources they will be de- 
rived is an important phase of budgeting, especial- 
ly when working capital is limited. 


A Plan of Operation 


Some managers look upon budgeting as guess- 
ing or forecasting—the mere setting down of 
figures with which one subsequently compares 
actual figures to determine how accurate his guess 
was. A budget is more than that—it is a plan of 
operation. Estimates of income and expenses are 


made by carefully weighing: 


1. Past performance. 
. Current business trends. 


. Higher prices and taxes. 
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. Increased labor costs and other pertinent data 
to determine their effect on past, present, and 
future operating results. 


Once these factors have been determined as ac- 
curately as possible, a plan of operation is mapped 
out utilizing this knowledge to the best advantage 
in order to produce the most satisfactory operat- 
ing results. 

A properly constructed and carefully thought- 
out budget is rewarding because: 


® Definite objectives are provided for future 
operations, 


¢ Executive policies for the future are formulated 


and clarified. 


e A convenient yardstick is provided for measur- 
ing efficiency of operations, both general and 
in detail. 


© Responsibility is fixed for achievement of each 
estimated result on some individual or depart- 
ment. 


¢ Employees are encouraged to attain the objec- 
tives set by the budget. 


There is thus no better method of co-ordinating 
financial, sales, and operating results than through 
budgetary control. 


Planning the Hotel Budget 


A thorough study of the individual problems in- 
volved must first be made and then those prin- 
ciples supplied which best meet the specific 
requirements of the hotel in question. Some of the 
fundamental methods and procedures that have 
been tested and proved to be applicable in hotels 
will be presented here. 


The Day-to-Day Budget 


Many hotels, unfortunately, do not utilize the 
budget tool for achieving maximum profits on a 
day-to-day basis. They seem content to budget 
only on a monthly or an annual basis, the tra- 
ditional approach for projecting income and 
expense. 

The day-to-day application of budgeting is es- 
sential to guide management in: 


. Pricing policies 
. Advertising 


. Standards of service 
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. Financial programing by determining the cash 
availability. 

The monthly budget is unsuited for and not 
adaptable to providing management with day-to- 
day controls over expenditures. As a tool to assist 
management realize maximum profits, the monthly 
budget is limited in two respects: 

1. As a profit control tool, it operates too late. The 
monthly budget application involves: 

© budgeting 

* accounting for dollars spent 

® comparing dollars spent with budgeted amounts. 


(If the reason for the variance is that the forecast 
volume did not materialize, it will probably be 15 
days after the end of the month before immediate 
action can be taken—then obviously it is too late. ) 
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. The fact that actual cost equalled budgeted cost 
doesn’t mean that maximum monthly profits were 
realized. It may well mean that the hotel’s past 
inefficient operations have been continued into fu- 
ture periods. 


The Daily Pre-Control Budget 


The Daily Pre-Control Budget System is de- 
signed to assist management in the development 
of maximum profit attainment. “Pre-control,” as 
the word implies, means the adoption of pro- 
cedures to prevent unwarranted costs by setting 
up controls where they should be—at their origin. 
This way, the costs are not first incurred and then 


compared with a budgeted amount. Costs are in- 
curred only if necessary. Instead of operating 
blindly for one month, day-to-day controls guide 
management. 

Why are day-to-day planning and pre-controls 
necessary in the hotel industry? Because the vol- 
ume of business changes in the hotel operations 
and may run the full scale in volume fluctuation in 
the course of a single week. This fact often re- 
quires daily changes in the labor force in order to 
attain maximum profits. A hotel does not produce 
a product that can be inventoried, stored, and 
used at a later date. Each room unsold for the day, 
each man-hour of labor not productively utilized, 
represent a direct loss. 

It should be pointed out that daily pre-control 
systems, related particularly to the control of pay- 
roll and food costs, are not substitutes for the tra- 
ditional monthly budget. But these daily controls 
are valuable adjuncts; each within its own sphere 
contributes to efficient and profitable operation. 


Annual and Monthly Forecasts 


How can a comprehensive system for utilizing 
both monthly guides 2nd day-to-day controls be 
established? Start first with an annual budget, sup- 
plemented by monthly budgets. The foundation 
of the annual budget is the forecast of income. 

No formula, no hard and fast rules, and no defi- 
nite lines of procedure can be followed to forecast 
income. This is true of any art. There are, how- 
ever, two basic principles in forecasting which 
apply to any phase of budgeting, whether for short 
periods or for extended periods of time. These are: 


1. Analyzing and interpreting historical data. 


2. Estimating the expectancy of the future. 


It is common practice to prepare the forecast of 
income and expenses for the calendar or fiscal 
year. This is supplemented by independently pre- 
pared monthly torecasts used cumulatively to re- 
vise the original forecast in light of current devel- 
opments, 


Room Sales 


The Rooms Department is the heart of the hotel 
business. For this reason, the logical first step is 
the forecast of occupied rooms. Applying the two 
basic principles set forth above, the procedure for 
forecasting room sales for the coming year is: 


1. Start with a study of the number of rooms 
occupied by months for prior years and 
compute the average. 
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. Analyze and evaluate all non-recurring busi- 
ness obtained last year because of conventions, 
tours, and similar room sales. 


3. Add this year’s scheduled and estimated non- 
recurring business. 


4. Consider and evaluate the current trend of 
business to the extent that it differs from prior 
years. 


5. Now estimate the number of occupied rooms 
by months for the ensuing year, which is trans- 
lated into dollars by applying the estimated 
average room rate. 


The procedure outlined above has been somewhat 
simplified but the approach is basic, 

It is also necessary to determine the effect of 
conventions or meetings in competing hotels 
which are scheduled during the forecast year and 
also to estimate the effect of advertising cam- 
paigns or other special promotion plans to be 
undertaken by the management. 


Food and Beverage Sales 


The National Restaurant Association at a recent 
convention revealed the results of a study made of 
eating away from home. The findings were: 


@ Of all meals eaten in restaurants: 
11 percent were for breakfast 
61 percent were for luncheon 
28 percent were for dinner 


® Women tend to spend more for breakfast and 
less for dinner than men do. 


© The average family spends about $10.97 a week 
on restaurant meals. 


e Americans “eat out” on the average of three and 
one-half times a week. 


The food pre-cost system is a method of opera- 
tion rather than the recording of past performance. 
This system was developed on the principle that 
intelligent planning requires effective tools—that 
it is essential to execute these plans by a formal- 
ized approach to realize the fullest profit po- 
tential. 

This system has been constructed around three 
basic requirements: 

1. Pre-determination of the adequacy of the day’s 


menus in meeting the desired profit goals and 
full-scale potentials. 
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. Projection of the specific material requirements 
necessary to meet the forecast sales volume for 


the day. 


3. Measurement of actual performance against 
the planned potential. 
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In developing these techniques, several basic 
tools were devised for management's direction of 
the food department, including: 


© Food Preparation Tests 
© Standard Recipes 
e Standard Portion Sizes 


¢ Sales Analysis Records 


These, then, are the principal elements for pre- 
cost techniques for food sales. But pre-costing must 
be augmented by the pre-control function if man- 
agement is to realize the maximum potential 


profit. 


The payroll pre-control system is a tool for ef- 
fective budgeting, planning, co-ordinating, and 
controlling the hotel's labor force. Labor expense 
is the most difficult cost to control. Payroll pre- 
control is predicated upon maintaining pre-deter- 
mined standards of work productivity; that is, a 
specific number of personnel in relation to a spe- 
cific volume or work load. 

Payroll pre-control forecasts work loads on a 
day-to-day basis and projects staff requirements 
to meet daily work loads of each department. It 
evaluates performance by departments by compar- 
ing actual personnel used with established stand- 
ards. 


The six fundamentals of payroll pre-control are: 


1. Job control 
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. A forecast committee 


3. Work performance standards for each job 
classification 


4. Daily payroll reports by job classification 


5. Control of engaging extra employees and of 
overtime 


6. Weekly performance report 


Conclusion 


Effective budgetary control strengthens the sys- 
tem of internal control because frequent compari- 
sons of projected and actual figures serve as checks 
upon the correct recording of accounts. Gross 
errors or fraud sometimes are disclosed when a 
department head questions the charges against his 
operation. 

The changing role of the hotel accountant re- 
quires that he play an important part in aiding 
management in forecasting, planning, controlling, 
and improving operating results.® 


Professor C. I. Sayles 


Director, Study of Hotel Automation 
School of Hotel Administration, Cornell University 


The application of data processing has grown so 
rapidly and the results have been so provocative 
that many individuals associated with the hotel 
industry have quite correctly related it to hotels. 
Such application has become a major concern of 
the Statler Foundation and the American Hotel 
Association for several probable reasons. 

Hotels have been backward in applying any 
phase of data processing. This apparent neglect 
may well accrue into an ultimate benefit, however, 
for it is exceedingly difficult at present to integrate 
a group of unrelated parts into the complete sys- 
tem needed by hotels. 


Unique Needs of Hotels 

The hotel business, it should be pointed out, is 
unique in some of the demands which it must 
place on a usable data processing operation. Pres- 
ently the stage of the data processing art has not 
yet ‘advanced far enough to meet these intricate 
demands. 

Several firms are attacking the hotel problem — 
at least special parts of it — but their efforts are 
not directed toward producing an integrated sys- 
tem. The devices now available indicate a pre- 
occupation with only one phase of the overall 
problem and, even in that phase, exhibit a lack of 


Experts weigh the economics of a 
central automation system for several 
cooperating hotels or one large hotel 
at the hotel automation study head- 
quarters on the Cornell campus. Left 
to right: Dr. E. M. Lewis and John 
Wilkinson of Fair, Isaac & Company, 
project consultants; and Prof. C. I. 
Sayles, project director. Not in pic- 
ture: Charles E. Cladel, C.P.A., pro- 
fessor of hotel accounting at Cornell. 
Figures on the blackboard detail one 
of the many diagrams involved in de- 
veloping the study. 


An Interim Report on Automation for Hotels 


penetration to the real problems. These systems 
are dynamic, however, and have succeeded in 
arousing a significant interest in the possibilities 
of automation. 


Aspects of the Problem 


The hotel — unlike the factory faced with in- 
creased costs especially for labor — has limited 
areas of recourse where aspects of modern tech- 
nology can be applied. The comment has been 
made that cooking shows no improvement since 
Nero’s time, a statement, though not completely 
correct, containing germs of truth, The hotel per se 
is devoted to service and the meeting of unique 
needs. Artistic performance in the kitchen does 
not readily lend itself to stereotyped production. 

Thus, an existing need is clearly indicated for 
closer control of food production and for the im- 
mediate availability of significant accounting re- 
ports. 

Another aspect to be considered is the increas- 
ing size of proposed metropolitan hotels, Bottle- 
necks already exist (when conditions are adverse ) 
in the handling of room sales. The settlement of 
guest bills as well as the growth of city ledger ac- 
counts due to credit card use place an added 
severe burden on the present system for handling 
credit charges. 

The formation of queues before registration 
desks and check-out cashier's cages produces a bad 
reaction among guests. The time consumed to 
room a guest who has a confirmed reservation is 
another source of annoyance. 
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Moreover, there is always the hope that specific 
operational problems might be better solved when 
more or quicker accounting detail is available. 


Specific Answers Sought 


These management problems indicate the need 
for a study in depth directed toward answering 
specific questions: 


1. Is the state of the data processing art sufficiently 
advanced to meet these needs? 


2. Can a system be developed to produce favorable 
economic results? 


3. What advantages will data processing provide in 
addition to the economic ones? 


4. What new hardware is required that is presently 
nonexistent? 


With these objectives in mind, procedures were 
set up to accomplish them through the project 
under way at the School of Hotel Administration, 
Cornell University. 


Research Staff 


The firm of Fair, Isaac & Company was em- 
ployed as consultants for the project. This firm had 
already demonstrated its ability in the field by 
working out the data processing application for 
Carte Blanche. 

To provide a wide base of hotel experience, a 
group was formed of persons from cooperating 
hotels and hotel accounting firms, as well as hotel 
consultants, an official of the New York Telephone 
Company, and a representative of the American 
Hotel Association. Each of these participants con- 
tribute help as needed in their respective areas. 

The School of Hotel Administration is repre- 
sented, in addition to myself, by Dean H. B. Meek 
and by Charles E, Cladel, C.P.A., professor in 
hotel accounting. 


The Outlook 


The project was initiated during the summer of 
1960, with major activity beginning in September. 
As the year drew to a close, the staff evaluated 
preliminary findings and reported that the outlook 
is promising for an integrated application of elec- 
tronic devices and data processing to the hotel 
industry. 


Basic Equipment 

Equipment is now available to handle all of a 
hotel’s immediate needs. True, not all equipment 
is fabricated by one manufacturer; but the individ- 
ual elements required are on the market and these 


can be adapted to inter-use for an integrated data- 
processing system. 

To be sure, if especially built equipment were 
to become available, some very challenging results 
can be envisioned, For this reason, the project 
participants hope that, as manufacturers become 
aware of hotel needs, the equipment will be forth- 
coming. 


Economic Feasibility 


Interim studies directed at the economic feasi- 
bility of a data processing installation are encour- 
aging. It is probable that the large hotel could well 
afford to own its own installation and show sig- 
nificant savings by doing so. It also appears likely 
that several smaller hotels could join in sharing a 
common computing center to their advantage. 

Studies have not proceeded far enough at this 
date to provide complete details but as yet no dis- 
couraging aspects have been encountered. 


Immediate Reports 


Even if a data-processing system succeeds only 
in doing the present job better, it becomes a valu- 
able tool for rendering timely reports that make 
for immediate action in tackling present hotel 
problems. Reports now obtained in many instances 
are often late to be of value. Instead of providing 
historical data, reports should help develop a blue- 
print for future action. 


Other Benefits 


A fully employed data-processing system should 
provide more than immediate availability of rec- 
ords, Strategies could be imposed, for example, 
upon room sales. Certain classes of rooms could be 
kept off the market until a specific time; the dis- 
tribution of rooms sold throughout the house could 
be controlled; room rates could be “locked in” the 
system. 

With subsequent simplification of management 
reports, human errors could be minimized; the 
night audit could be eliminated; and, most impor- 
tant, close budget control could be established. 


Information Available 


Persons interested in obtaining more detailed 
information are invited to address their inquiries 
to: 


“Automation for Hotels” 
Statler Hall 

Cornell University 
Ithaca, New York 


Is This Motel Needed? 


Continued from page 13 


5. Nearby Facilities 

Today in particular, when overbuilding is such 
a threat in many sections of the country, careful 
consideration must be given to the number of 
operations already in existence in an area before 
adding to the supply. We gather information not 
only about the existing establishments but also 
about those currently under construction and be- 
ing planned. 

One of the most serious mistakes being made 
by some investors in motor hotels right now is to 
construct new facilities as near as possible to 
existing operations that have proved very success- 
ful. The chances are that the area’s need for mo- 
tor hotel facilities is already being met by the 
existing operations and that the new facilities will 
result in overcapacity which can be disastrous for 
both the newcomers and the established opera- 
tions. 

As mentioned earlier in this article, the type 
of promotor who does not bother about obtaining 
professional advice is the one most likely to go 
ahead despite glaring indications of an impending 
oversupply of accommodations. Our clients, for 
the most part, are too intelligent not to be aware 
of the dangers in such a situation. 

Occasionally we do get clients, however, who 
want to build hotels in locations which would 
have been very good if found earlier in the game. 
We are always very careful to list the existing 
competition in great detail in our reports. More- 
over, when we compare the supply of accommo- 
dations with the demand which exists for them, 
we try to keep our estimates of the demand on 
the conservative side. 

Generally a realistic occupancy of existing fa- 
cilities spr ead over the aggregate of present and 
proposed facilities with a potential increase factor 
of 20% will give us a fair idea of occupancy after 
construction. 


6. The Rate Structure of the Area 


A new motor hotel must have an adequate rate 
structure in addition to an adequate occupancy 
to be successful. Sometimes we will find an area 
in which the occupancy is not too bad but which 
has a rate structure which is too low to support 
expensive new construction. 

One of our clients wanted to construct a motor 
hotel in an area which had several operations 


that had been successful for quite a few years. 
He believed that these places were vulnerable 
to competition because of their age and that new, 
completely up-to-date facilities would be able to 
do very well even if it were necessary to charge a 
higher rate. 

We inspected the existing facilities carefully 
and came to the conclusion that modernization 
and rehabilitation programs had kept them com- 
petitive. Moreover, because they were con- 
structed in a day of moderately lower costs and 
since the mortgages on them had been substan- 
tially reduced, it was possible for them to show a 
profit with a rate structure that was too low for 
a new operation. 

In our opinion, one could not be sure that the 
public would be willing to pay a higher price 
for newer accommodations if the older ones were 
well-maintained and quite acceptable. 


7. Suitability of the Architectual Plan 


The ultimate design of motor hotel facilities 
quite properly is the responsibility of a qualified 
architect. Because of our experience in the field, 
however, we sometimes will comment on the suit- 
ability of the architectural plan being considered 
for a motor hotel. It is most important in these 
competitive times that the working areas and 
public spaces of the motor hotel be designed with 
maximum operating efficiency in mind, Some- 
times we will notice the absence of features which 
are considered very important by the traveling 
public. 

A client once considered putting up a very 
modernistic structure in a section of the country 
that took great pride in the traditions and homo- 
geneity of its architecture. We were told over 
and over again by people we had interviewed 
that local support of new motor hotel facilities 
might depend upon the style of architecture. We 
included this information in our report in the 
hope that it would dissuade the client from con- 
structing facilities not in harmony with their sur- 
roundings. Fortunately we had been called in be- 
fore the plans were final and the client was able 
to change his design without substantial loss. 


8. Restaurant and Convention Facilities 


The absence of these facilities may prove a real 
drawback for some motor hotel operations. How- 
ever, the inclusion of them may prevent other 
establishments from ever being really profitable. 
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Therefore it is necessary to determine beforehand 
the extent of local demand for such facilities. 

The owner of a piece of property wished to find 
out whether it would be a good site for a motor 
hotel. He hoped to have somebody construct a 
small place on it—a building without any res- 
taurant or function area. 

Our study found that there was some indica- 
tion of an oversupply of motor hotel accomoda- 
tions but that the area’s need for function and su- 
perior restaurant facilities was not being met 
fully. We advised our client to forget about the 
motor hotel and to find somebody who would 
build a restaurant that would cater to the execu- 
tives of the many new manufacturing firms in the 
neighborhood. 

We often find it necessary to advise a client to 
reduce the size of, or eliminate, the restaurant fa- 
cilities he plans to include in his motor hotel, but 
sometimes prospective investors do not appreciate 
the profit potential of efficiently run restaurant 
and function space. 


9. Estimates of Income and Expenses 


In the earlier sections of our report we con- 
sidered the many different factors which help de- 
cide the success or failure of a motor hotel opera- 
tion. Now we try to pull everything together. The 
estimates of income are based on the particular 
type of motor hotel that we have recommended 
be constructed in a specific area and the extent 
of demand that we believe exists in the area. 

Unfortunately we find it necessary quite fre- 
quently to scale down estimates of income and 
to raise estimates of expenses. The public gen- 
erally has too rosy an idea of the profitability of 
a motor hotel operation. One of the reasons why 
people think that more money is being made in 
the field than is actually the case is that the fame 
of some phenomenally successful operations tends 
to become widespread, while the great number 
of operations which are barely breaking even go 
practically unnoticed. 

Recently we had a client who had the idea 
that the modern motor hotel with its many dif- 
ferent departments would have the income of a 
large hotel and the expenses of an old-fashioned 
tourist court. The findings of our study gave him 
reason to believe otherwise. 

Also we have had couples in their 50’s come 
to us who, having spent 25 years amassing $100,- 
000 or so, think that running a motor hotel will 


be a much more pleasant and less demanding 
existence than operating a small business. It gen- 
erally is not necessary for us to conduct a survey 
to give them good advice. We tell them that it 
is our firm belief that the coming years will be 
much easier for them if they stay out of the motel 
business with its long hours and exhausting phy- 
sical demands. 


10. Estimates of Economic Feasibility 


The standard way of estimating the economic 
feasibility of a motor hotel operation is, first of 
all, to obtain estimates of its annual profits at 
different levels of occupancy and then to capital- 
ize the profit at each occupancy level at certain 
percentages. The result should be the amount of 
money it would be prudent to invest in the motor 
hotel operation. It is usually our policy to be 
somewhat conservative in these estimates so that 
the prospective investor will not be led to ex- 
pect too much, 


One of our clients would have liked to invest 
a little over a millicn dollars in a motor hotel on 
a certain site. Our estimates indicated that any 
investment of over $700,000 would not be pru- 
dent in that particular location. He scaled his 
plans down drastically and ended up with a place 
that was smaller and less luxurious than the one 
he originally hoped to build. Some provision was 
made for possible future expansion if demand 
warranted, however, and the facilities with which 
he started had a good chance of showing a profit. 

Many prospective investors do not decide on 
the detailed specifications of a motor hotel until 
preliminary estimates of income and expenses 
have been prepared for different types and sizes 
of motor hotels which might be constructed on 
the particular site which has been selected. 


Conclusion 


The foregoing 10 points are the way in which 
we determine the economic feasibility of a motor 
hotel operation. We realize that today, in many 
sections of the country, construction of such ac- 
commodations is proceeding at too rapid a pace. 
This situation places a special responsibility on 
all consultants to clearly show their clients how 
dangerous it might be to go ahead with projects 
where there has been overbuilding. We are doing 
our best to live up to this responsibility. 


Hot Shoppes. 


Employers Seek “Spizzerinctum” 


“Spizzerinctum,” an oldfashioned American expression for “get-up-and- 
go” is what employers in the hotel and restaurant industry look for when 
they hire new employees, according to a panel of industry spokesmen who 
addressed the 15th annual meeting of the National Council on Hotel, 


Restaurant, and Institutional Education at Cornell University on November 
20-22, 1960. 


“Spizzerinctum,” according to Joseph Zaffy, personnel director for Shera- 
ton Hotels, was the frontier pronunciation for specie rectum (Latin: the 
right kind )—a phrase used in the 1840's to stipulate payment in hard cash 
instead of the dubious greenbacks of that period in United States history. 
“The right kind” of hotel and restaurant worker needs basic skills, a good job 
attitude, ability to work with and through other people, and most important 
of all, motivation—the desire to succeed. 


This combination was also stressed by E. Bruce Kirk, personnel director, 
Slater Food Services; Foster Kunz, personnel director for Hot Shoppes, Inc.; 
Professor Matthew Bernatsky, Cornell University, who represented hospital 
administrators; and by Fred Hollister of the Club Managers Association of 
America. The young man or woman with “spizzerinctum” continues to 
learn on the job, takes a genuine interest in his work, and is not a drifter. 
The tortoise with “spizzerinctum” wins the promotion race from the hare. 


The Quarterly gratefully acknowledges the aid of Mrs. Donald Montgomery, Mrs. 
Lydie Hull of A-H.A., Dean Paul Fairbrook of The Culinary Institute of America, Prof. 
Joseph T. Bradley, and Prof. Matthew Bernatsky in assembling this report. —Editor 
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(At left) President C. J. Mack of the American Hotel Association addresses the Na- 
tional Council. (Above) Industry representatives who outlined personnel needs to edu. 
cators: Joseph Zaffy, Sheraton Hotels; E. Bruce Kirk, Slater Food Services; Prof. 
Matthew Bernatsky, Cornell; Fred Hollister, Scarsdale Country Club; and Foster Kunz, 
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(At right) President Harry Akin of the National Restaurant Association asks “What 
Education for the Boss?” (Above) Foreign students at Cornell describe hotel and 
restaurant education abroad: Ramesh Khanna, India; Pieter Vandersteur, Holland; 
Rudolf Munster, West Germany; Goro Yamasaki, Japan; and Archie Casbarian, Egypt. 


and Institutional Education Meets 


Leaders from Education and Industry 


Sixty-two representatives from educational institutions of all levels as well 
as representatives from industry, trade associations, trade magazines, and 
educational foundations came from every section of the United States to 
attend the meeting. Coming from the greatest distance, perhaps, was Mr. 
Lauri Sarkia, president of the Helsinki Hotel in Finland who was registered 
as a visitor. 


Moderator for the conference was Prof. Joseph T. Bradley, Washington 
State University at Pullman, president of the National Council. Other 
officers include Prof. Matthew Bernatsky, Cornell University, chairman of 
the board; Mrs. Grace O. Hunt, Erie County Technical Institute at Buffalo, 
New York, first vice president; Walter R. Wasson, Central High School, Cin- 
cinnati, second vice president; Lawrence B. Wong, City College of San 
Francisco, secretary; Prof. Harry Purchase, Paul Smiths College, treasurer; 
and Donald Montgomery, executive director, Washington, D.C. Program 
chairman was Prof. G. W. Lattin of Cornell University. 


[As we go to press, the sad news has just reached us that Mr. Mont- 
gomery died of a cardiac condition in Washington on December 14, 1960.] 

Notable speakers addressing the group included C. J. Mack, president of 
the American Hotel Association; Harry Akin, president of the National 
Restaurant Association; Ward Arbury, Trustee of the Statler Foundation; 
and Donovan Armstrong, Program Specialist in Distributive Education for 
the U.S. Office of Education. 
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Program 


Monday, November 21, 1960 


Industry Outlines Its Personnel Specifications 
Panel Members: 
Hotels—Mr. Joseph Zaffy, Director of Personnel, Sheraton Corporation of America 
Restaurants and Motels—Mr. Foster Kunz, Director of Personnel, Hot Shoppes, 
Inc. 
Clubs—Fred Hollister, Manager, Scarsdale Country Club, representing the Club 
Managers of America 
Industrial Catering—Mr. Bruce Kirk, Director of Personnel, Slater Food Services 


Hospitals—Professor Matthew Bernatsky, School of Hotel Administration, Cornell 
University 


Luncheon Speaker: Mr. C. J. Mack, President, American Hotel Association 
Vice President and General Manager, Mayflower Hotel, Washington, D.C.: 
“What Education Does Industry Expect in the Junior Executive?” 


Hotel Education International 


Panel Members: Foreign students, enrolled in the School of Hotel Administration 
Cornell University, describe hotel training at schools outside United States. 


Archie Casbarian, Alexandria, Egypt, U.A.R._.............. Switzerland 
Remest Khanna, New iethi, Gage. France 
Peter Vandersteur, Amsterdam, The Netherlands.._»_»_»_»_»>>>__ Holland 
Goro Yamasaki, Yokahama, Japan_______ Japan 
Rudolf Munster, West Berlin, Germany... Germany 


Training for International Operations 
Mr. James Roche, Director, Project Development, Hilton International 


Open Discussion 
Recognition of sustaining members. 


President C. J. Mack of AHA 


President C. J. Mack of AHA, who is also vice president and general 
manager of Hotel Corporation of America’s Mayflower Hotel in Washington, 
told assembled educators and industrial leaders that his Association mem- 
bers are eager to work with the schools in promoting careers in the hotel in- 
dustry. He believes there are fertile training fields through the schools for 
front office, accounting, and sales management. The new AHA Educational 
Institute will help effectuate this program. 

The new Institute’s executive director, as yet unnamed, will have his 
headquarters in AHA’s New York office and will coordinate the Association’s 
school projects as well as the American Hotel Institute’s correspondence 
courses, whose headquarters will remain in East Lansing, Michigan. 


The Junior Executive 


Addressing Council members at the first luncheon meeting, Mr. Mack 
selected for his topic, “What Education Does Industry Expect in the Junior 
Executive?” Within the hotel industry, as in other industries, Mr. Mack said, 
there is considerable difference of view on the proper education for the 
junior executives—the men who will head tomorrow’s hotels. Several ex- 
cerpts from his speech are given below: . 

Students hoping to become junior executives should be aware that their 
education is intended not merely to fit them for a job but to open the doorway 
to a career. Many college graduates feel that a job is below their qualified 
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Program 


Tuesday, November 22, 1960 


Federal Support for Vocational Education 
The New Cooperative Training Program, Mr. Donovan Armstrong, Program 
Specialist, Distributive Education, U.S. Office of Education 


Utilizing Surplus Food in Instructional Programs, Mr. Donald Montgomery, 
Executive Director, The National Council 


Role of the Schools in Education 


The Role of Junior Colleges, Mrs. Hilda Watson Gifford, former Education 
Director, American Hotel Association 


The Role of Vocational High Schools, Mr. Herman Breithaupt, Chadsey High 
School, Detroit, Michigan; and Mr. Nathan Clark, Food Trades Vocational 
High School, New York City 


Luncheon Speaker: Mr. Harry Akin, President, National Restaurant Association, 
President, Night Hawk Restaurants, Austin, Texas: Management Education in 
the Restaurant Business.” 


The Statler Foundation 
The Statler Foundation’s Views on Education, Mr. Ward Arbury, Trustee of 
The Statler Foundation 


Open Discussion 
How can The Council best serve its members? 


Banquet Speaker: Dean H. B. Meek, School of Hotel Administration, Cornell: 
“Cultural Courses and Vocational Education.” 


level unless it enables them to utilize all that they have learned in school. 
If they have had college training in hotel management, they want to become 
hotel managers immediately. 


As I understand the true purpose of education, it is to expose the student 
to basic facts and theories which he can apply in making decisions through- 
out the remainder of his life. 

If a student views his schooling as the beginning point of a career, he will 
know that his first job following graduation will be only another step in de- 
veloping that career. He will not expect to accomplish his ultimate goal in a 
single stroke. He will be anxious to obtain experience in a job which utilizes 
only part of his education—because he knows his career must be built one- 
part-at-a-time. 

The college graduate in hotel administration, through his specialized edu- 
cation, can understand each task he undertakes as the job relates to the whole 
operation. In this respect, the graduate is far more valuable in every job he 
fulfills than is an untrained person. 


Hotel management, according to Mr. Mack, seeks to employ junior 
executives who have the “management outlook.” This term, he pointed out, 
means different things to different people. He offered the following defi- 
nition for the “management outlook”: 


¢ Ability to understand the overall purpose of the enterprise and to per- 
ceive how each task contributes toward accomplishing this purpose. 


e Having an undivided sense of loyalty and dedication to the owners, 
whether they be individuals or a corporation. 
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Additional qualifications may be included but, in my opinion, these two 
are basic. Schools and colleges offering specialized courses for career-seekers 
in our industry should do their utmost to implant these two attitudes in 
students. 


These comments are not limited to the graduates of collegiate hotel man- 
agement programs. They also apply to nearly every job in a hotel. There is a 
good future for those who regard each work assignment as a stepping stone. 


In the hotel industry at least, some top management people are selected 
because of their knowledge of cooking and baking. Persons with food knowl- 
edge have opportunities to own and operate their own restaurants, clubs, 
resorts, or industrial catering companies. 


In other words, a talented and aggressive person has an almost boundless 
future on which he can build from his basic training in cooking and baking. 
These facts should be called to the attention of vocational counselors in the 
United States. 


President Harry Akin, NRA 


“Management Education in the Restaurant Business” was the title of the 
address given by NRA President Harry Akin before the luncheon meeting 
on the second day. Mr. Akin said that far too few restaurant owners and 
managers are fully aware of the important and vital role their industry plays 
in the American economy nd social structure. 


Management’s Role 


The manager's duties, according to Mr. Akin, include responsibility to his 
employees, the public, his competitors, civic organizations, trade associ- 
ations, government, and even to himself as well as to his family and friends. 

Some operators, Mr. Akin noted, take the narrow view and are interested 
only in making money and feel that their employees are interested only in 
getting higher pay. Ways must be found, he continued, to alert these 
restaurant men to their responsibilities and the NRA Executive Develop- 
ment Program is a move in the right direction: 


Whatever hope the restaurant industry holds for the future, it will be 
realized only through and by educational processes. This is why the National 
Council occupies such a key position. Its leadership explores the paths best 
calculated to lead us in the right direction so far as education is concerned. 
The goal of leadership education might well be to develop the attitude to 
accept responsibility. The extent to which a restaurant manager accepts 
responsibility is a measure of his maturity as a person. 

Management education means vastly more than the study of accounting 
techniques, the application of physical controls, shrewd marketing, and a 
thorough-going knowledge of food preparation. The significance and im- 
portance of management education dawns on the executive only when he 
fully recognizes that the purpose of management is to get things done 
through other people. More American restaurant men should learn the 
significance of applying this principle. 

If the restaurant industry is lacking in social prestige, Mr. Akin places 
the blame squarely on the shoulders of management. He knows of nothing 
more irritating than to hear a manager attribute poor food or service to “the 
type of employee we get today.” The weakness, he feels, is in the manager 
who makes such a statement, not in his employees. Enthusiasm, high morale, 
the desire to serve, and high productivity, he pointed out, are not inherited 
characteristics. These factors are nurtured and cultivated by good manage- 
ment practices. If the “boss” hasn't reached this conclusion, Mr. Akin con- 
cluded, then he should awaken rapidly or his business will not survive. 
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Industry Outlines Its Needs 


A panel of industry experts outlined the needs of the hotel, restaurant, 


and institutional field for new employees and made suggestions as to how 
the educators could best help them. 


Restaurant Personnel 


Foster Kunz, director of personnel for Hot Shoppes, which also operates 
the Marriott Motels, summarized his company’s basic requirements for new 
supervisory personnel as follows: 


© Proper attitude toward the work situation, Many young people think they 
are more capable than they actually are. 


© Knowledge of cooking. Cooking is “the heart of the business.” Sometimes 
the term “quantity cookery” should be replaced by the term “quality 
cookery.” 


© Management skills. The knowledge of how to supervise employees; of how 


to discipline, organize and lead employees; and of how to instill the “will 
to work.” 


Industrial Catering 


Slater Food Services, according to E. Bruce Kirk, personnel director, has 
400 operations, employs 11,000 people, and had a 1959 sales volume of 
$60,000,000. The vital areas of knowledge this company expects from its 
new employees include menu planning; food production (cooking); food 
and labor cost control; control of other costs; an understanding of basic 
nutrition; familiarity with vending machine operations; and on the man- 
agerial level, training and experience in personnel management. 


Hotel Personnel 


The personnel needs of the hotel industry were presented by Joseph 
Zaffy, personnel director of the Sheraton Hotels Corporation, who sum- 
marized replies he had received from forty hotel executives. 

According to his survey, supervisory employees in the hotel industry 
should have had training and experience in forecasting, budgeting, market- 
ing, and labor relations. More stress, according to a few respondents, should 
be placed upon liberal education. 

Executive personnel, the study revealed, might also benefit by taking 
short courses. A two-year specialized program for department heads was en- 
dorsed by some respondents. And there were suggestions that the professors 
themselves might benefit by occasional on-the-job training in industry as 
“refresher” courses, : 

More stress, according to Mr. Zaffy’s survey, should be placed in the 
schools upon the creation of a spirit of dedication to the job at hand and 
upon the creation of attitudes that will help future supervisors recognize 
that their responsibilities go beyond their job specifications. Some attention, 
too, should be given toward developing oldfashioned courtesy. 

The survey indicates, Mr. Zaffy concluded, that the personnel situation 
in industry is slightly “sick.” The “diagnosis” indicates that something is 
wrong. The “symptoms” are high turnover, indifference, split loyalty 
(unions vs. management) and scarcity of skills. The “Rx” (prescription ) he 
recommends is 24-hours-per-day of TLC (tender loving care) for which 
the ingredients are recruitment, orientation, job training, and reward for 


good performance. His prognosis is “Condition will improve if we work at 
zs 
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The schools, according to the survey recommendations, should teach 
fundamentals; establish closer liaison with industry (on-the-job training); 
and set up courses for managers as well as for department heads. Industry 
should inform the schools of its exact needs; lend financial assistance; and 
check employees with the unions. The hotel employer serves as the “finish- 
ing school” for employees following their formal educational training. 

Above all, Mr. Zaffy concluded, employees need “spizzerinctum”—energy, 
ambition, and the will to succeed. 


Education in Foreign Countries 


An international note was injected into the conference program when five 
foreign students attending the School of Hotel Administration at Cornell 
described progress and problems in hotel and restaurant education in their 
countries, 


Switzerland 


Archie Casbarian of Alexandria, Egypt, U.A.R., reported on the program 
of the Ecole Hoteliere in Lausanne, Switzerland. This school, supported by 
the Swiss hotel owners, is a three-year program which awards a diploma to 
its graduates. The instruction is for only five months out of each year, the 
students working the balance of the year in hotels to obtain practical ex- 
perience. Between 80 and 100 students are enrolled annually. 

The entering class is divided into two sections which alternate classwork 
relating to table service with work in the dining room on an every-other-day 
basis. The second-year group is similarly divided into two sections, one-half 
taking classwork in cooking while the other half works in the kitchen. Four 
chef-instructors supervise the work. The third year is given over to man- 
agement instruction, including accounting, law, correspondence, architec- 
ture, and interior decoration. 

Students have no choice of subjects in the curriculum. The grading is 
done on a 6-point basis with 4-points considered the passing mark. Stu- 
dents failing to get this passing mark are automatically expelled. 


Japan 

Goro Yamasaki of Yokahama, Japan, reported on the one-year program 
of sub-college level conducted for high school graduates in Tokyo, The cur- 
riculum includes geography, sanitation, languages, and food service but 
no food preparation. During the summer months the students obtain practi- 
cal hotel experience and write work-practice reports. About 25 percent of 
the students are women. The rigid seniority system in Japanese hotels, 
Mr. Yamasaki said, limits the number of new employees who go into the 
industry. 


Holland 


Peter Vandersteur, Amsterdam, Holland, reported that Holland has two 
hotel schools, the Vocational Hotel School at The Hague and the Roman 
Catholic Hotel School. The Vocational Hotel School has about 65 students, 
requires the equivalent of junior high school training for admission, and 
runs from September to June plus one summer of practical experience. The 
curriculum includes menu planning, dietetics, food purchasing, bookkeep- 
ing, cost accounting, public relations, advertising, tourism, and practical 
work in various hotel duties. Courses for cooks and waiters are also given in 
vocational schools located in nine large cities in Holland. 
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India 


Ramesh Khanna, New Delhi, India, described the program of the College 
of Catering and Institutional Management in Bombay. This college admits 
between 120 and 150 full-time students and grants a certificate after the 
completion of a one-year course and a diploma for the completion of the 
two-year curriculum. Instruction includes four cooking classes of half-day 
duration weekly. Many housewives attend the school and the tuition is 
about $45 per year. Three new schools of this type—in Bombay, Calcutta, 
and Madras—are being opened by the Indian government. 


Germany 


Rudolf Munster of West Berlin, Germany, reported that the traditions 
and social status of the hotel and restaurant industry are of great concern to 
the German government. Hence two basic training systems are provided. 

The first system includes elementary school education plus apprentice- 
ship as cook, waiter, or secretary in combination with attendance at a vo- 
cational trade school. After a period of successful practical experience, the 
trainee may enroll in a German hotel school. The second system involves 
graduation from the gymnasium (high school) plus apprenticeship followed 
by graduation from a hotel school. 

Among the well-known German hotel schools are the Staatliche 
Fachschule fuer das Hotel-und Gaststaettengewerbe in Heidelberg; in Bad 
Reichenhall; in Bad Wiessee am Tegernsee; and in Dortmund. 


Admission to the Heidelberg school requires: 


1. A good basic education—mittelschulreife if possible. 

2. Completion of a three-year apprenticeship; or other extensive and success- 
ful practical experience in the field. 

3. Knowledge of at least one foreign language. 


4. A minimum age of 20 years. 


The curriculum includes accounting, front office accounting, tax system 
and structure, business arithmetic, merchandising, correspondence, hotel 
law, tourism, food and nutrition, menu planning, food and beverage control, 
dining room service, typewriting, English and French. The foregoing 
courses are required. Spanish may also be taken as an optional course. Upon 
completion of the program a diploma is awarded. 


Seek Management Training 


These five students said that they came to United States for additional 
training to obtain management instruction. The programs conducted in 
their own countries provide training in basic skills but not in management 
techniques for large hotels. At the same time they hope to develop greater 
fluency in the English language and learn about American food and travel 
preferences—important matters in catering to American tourists. 


International Hotels 


Speaking on training for international operations, James Roche, Director 
of Project Development for Hilton Hotels International, drew a verbal blue- 
print for essential steps in planning, organizing, staffing and opening a hotel 
abroad. The problems faced in opening a hotel in the United States are mag- 
nified many times in starting an international operation, he said. The by- 
word in a foreign project development is “never assume.” 
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Experienced, skilled workers are rarely available abroad, according to Mr. 
Roche. Thus, the training programs to which many American operations 
give lip service are an absolute and vital necessity when a hotel is to be 
opened abroad. The pleasant aspect of staffing, however, is that there is a 
tremendous labor supply for selection and training. Thousands of applicants 
besiege the personnel director’s office, eager to work and filled with a desire 
to please. This situation somewhat compensates for the headaches surround- 
ing the actual construction of the hotel. 

Hilton International, Mr. Roche said, employs mostly nationals of the 
countries in which it has hotels. Representatives sent from the home office 
to work with employees recruited within the country of the new operation 
should know the language and customs of the country. Labor laws of 
foreign countries are widely different from our own, Mr. Roche pointed 
out, and anyone operating there had better check the law or he may find 
himself married to his present staff forever. 

Hilton Hotels, Mr. Roche said in closing, has ten more hotels either under 
construction abroad or in the planning stage. 


Federal Aid to Train Cooks and Bakers 


Federal aid for training cooks and bakers is available to schools through 
the National Defense Act of 1958, according to Donovan Armstrong, Pro- 
gram Specialist with the U.S. Office of Education in Washington. This Act 
(passed by Congress to aid vocational educators train workers for skilled 
jobs essential to national defense) has helped public schools in setting up 
programs for cooks and bakers in several large cities. 

Mr. Armstrong said that the U.S. Office of Education, in administering 
the funds provided through the Act, works with and through state educa- 
tion officials. Schools, as well as hotels and restaurants, in a community 
wanting to inaugurate such a program should first present specific plans 
to their state’s department of education. The U.S. Office of Education 
specialists then check the proposed program with state education officials 
to determine what Federal funds can be made available for loans, scholar- 
ships, and other aid. 


Food Surplus for Training 


Following Mr. Armstrong’s presentation on Federal aid for vocational 
education, the late Donald Montgomery, executive director for the National 
Council, presided over a question and answer period. Members of the 
council inquired about the possibility of having agricultural food surplus 
assigned to courses giving instruction in food preparation in the public 
schools. Only the school lunch program of public schools participates at 
present in the benefits of food surplus. 

Mr. Armstrong said that under the laws regulating the issuance of govern- 
ment food surplus, either the food must be prepared for the school lunch 
program or some definite assurance given that the food will not be used for 
human consumption, because in that case it would come into competition 
with commercial food outlets. 


The Statler Foundation 
Speaking for the Statler Foundation, Mr. Ward Arbury, a Trustee of the 
Foundation, outlined the educational policies followed by them in award- 
ing grants for construction, equipment, research, and scholarship aids. 
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During the past twenty years, Mr. Arbury said, The Statler Foundation 
has expended more than seven million dollars of income to colleges like 
Cornell, other institutions and schools, to promote education and research 
for the benefit of the hotel industry, in which the late E. M. Statler was an 
outstanding leader. (Educators testified throughout the conference as to 
the Foundation’s helpful support for their programs and students. ) 

Mr. Arbury views hotel and restaurant work as an art as well as a busi- 
ness. To be successful in an art, he noted, one must work years to develop 
the fundamental skills. An artist cannot express himself well in his art unless 
he first masters the basic skills. 


The Junior College 


The role of junior colleges in training young people for the hotel and food 
industry was presented by Mrs. Hilda Watson Gifford, former AHA Educa- 
tion Director, who now lives in San Francisco. Mrs. Gifford maintained that 
junior colleges play an important role in educating a large segment of 
American youth. The current tendency to convert junior colleges into four- 
year liberal arts colleges, in her opinion, will not serve the best interests 
of the community or of the young people there. 

Mrs. Grace Hunt of the Erie County Technical Institute in Buffalo, New 


York discussed the technical school aid program conducted by the State of 
New York. 


The Vocational High School 


The role of the vocational high school in training students for the food 
trades was presented by Herman Breithaupt of Chadsey High School, De- 
troit, and by Nathan Clark of the Food Trades Vocational High School, 
New York City. The programs of these schools provide basic training in 
cooking, food service, purchasing, butchering and other food preparation, 
hygiene, and also in academic subjects. 

The graduate of the vocational high school, Mr. Clark said, is as a rule a 
young person who plans to stay in the community after graduation. Best of 
all, from the employer's viewpoint, his selection of foods training in high 
school is a strong indication of his desire to work in the hotel and restaurant 
industry. Once hired, the vocational high school graduate is likely to stay 
on the job, Mr. Clark stated, and show good progress with additional on- 
the-job training. 


General Education and Vocational Education 


The National Council’s deliberations ended with a banquet at which 
Dean H. B. Meek of Cornell’s School of Hotel Administration was the 
principal speaker. Selecting as his topic the relationship between cultural 
courses and vocational courses, Dean Meek maintained that the psycho- 
logical integration of cultural matter into vocational programs is more effec- 
tive educationally than is the program that specifies a “logical” sequence of 
required cultural subjects before the student is permitted to take vocational 
courses. 

Explaining that he himself is a product of the liberal arts curriculum, 
Dean Meek said that his major field, both as a undergraduate and as a doc- 
toral candidate, had been mathematics. His conclusion is based upon a life- 
time of teaching at Yale and at Cornell University. 
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“Main Dish” Before “Dessert” 


The student who has selected a career in the hotel or restauant industry, 
Dean Meek observed, will absorb a tremendous fund of information from 
such general education courses as psychology, chemistry, mathematics, 
history, and the arts provided they are integrated within the framework of 
his desire to master a field. 

The same course matter, presented hodgepodge as isolated course re- 
quirements before the student can get at the main “dish” of his education, 
dulls his appetite for learning, according to Dean Meek. Purely cultural 
courses should be the “dessert” taken because of the student’s desire for 


more information, not a long succession of “hors d’oeuvres” that precede his 
basic education goal. 


The Psychological Approach 


Dean Meek illustrated his reasoning by recounting changes since World 
War II in the teaching of foreign languages. Nowadays, he said, students on 
the very first day learn to speak two or three practical use sentences and 
gradually enlarge their speaking vocabulary with more sentences put into 
daily use. This “psychological” approach harnesses the students’ desire to 
speak a foreign tongue to educational methods. The result is rapid attain- 
ment of the ultimate goal—actual speaking fluency. Later on the students 
get into language mechanics—noun declensions, verb conjugations, and 
syntax. But no longer is the students’ desire to learn dulled by the agonizing, 
hind-side-to, so-called “logical” approach to language of vocabulary drills 
and mechanics first. 

The same parallel, Dean Meek said, can be drawn to the study of food 
chemistry. Only a professional (or “vocational” ) chemist needs five courses 
of chemistry to prepare him to analyze foods. A student whose main interest 
is foods can learn the needed essentials of chemistry much better and faster 
in a special food chemistry course that integrates basic chemistry with the 
basic composition of foodstuffs. 


History of Mankind in Food 


. Even history and the arts must be considered in a discussion of the culi- 
nary arts, Dean Meek continued. The menus of ancient Rome included 
North Sea oysters from the coast of Britain, ice cream made with ice from 
the Alps, and wild boar from the German forests. This menu itself expresses 
the might and glory of the Roman Empire as surely as do reports of Caesar's 


bridge building. 


“Useful Service” an Accolade 


Dean Meek ended his address with the statement that it is high time for 
people instructing vocational subjects for the service industry to hold up 
their heads in pride. The service trades include many professions—college 
teaching among them—as well as notable government positions, “Vocation” 
means “to be called.” Being called to the useful service of others, he pointed 
out, is the highest recognition a person can hope for in today’s society. 
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Automatic Vending Goes National 


After doubling its sales volume in the last decade, the 
automatic-vending industry is looking forward to $4-billion 
in sales by 1965. New mechanical advances, mergers and ad 
campaigns are broadening its market tremendously—and a 
growing number of national advertisers are eager to join up. 


Reprinted with permission from 
Printers’ Ink, September 2, 1960 
Copyright 1960 Printers’ Ink Publishing Corp. 

“If I were a marketing vice-president, I'd be 
looking over the vending market thoroughly. Some 
very big companies that don’t are going to find 
that it’s too late, one of these days.” 

When William S. Fishman, a top executive of 
Automatic Retailers of America, uttered this warn- 
ing in conversation with a Printer’s Inx editor last 
week, he was voicing an opinion that’s all but 
unanimous among veterans of the vending indus- 
try. What’s more, it commands full assent among 
the marketing men of companies that already know 
the potential of automatic merchandising. 

Some of those companies, in addition to the 
major cigarette and soft-drink firms, are: General 
Foods, which has had a separate vending division 
for several years; Heinz, whose sales through 
vending jumped a startling 40 per cent last year; 
Armour; and Dixie Cup division of American Can 
Co. 

The vending industry has reached the climactic 
period that comes in the evolution of most indus- 
tries destined for major stature: the period when 
it is beginning to consolidate many small opera- 
tions into big corporations, and simultaneously to 
move from a local or regional to a national scale. 

This particular industry is also about to demon- 
strate ability to handle goods and services that 
were beyond its reach even a few months ago. In 
the next five years, industry observers think, vend- 
ing will establish itself as a significant force in a 
market ranging from hot-food retailing to post of- 
fice automation. 
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In doing so, it is going to have a big impact on 
selling, and probably an even bigger one on ad- 
vertising. It’s going to knock at the doors of ad 
agencies and say: “Here is a job of pre-selling, 
more total and more urgent than any you have yet 
handled.” The job of establishing corporate images 
for the leaders in the field will also be on the 
agenda. And the consumer-goods firms that will 
use vending increasingly are going to have to pre- 
pare more advertising with that in mind. 

The opportunities for aggressive marketing in 
this field are obvious. The dangers for the firms 
that neglect it are even greater—and somewhat 
different—than would appear at first sight. The 
whole trend of vending, its top people think, is in a 
direction that will limit the number of brands— 
for example, in foods—that vending machines will 
be able to handle efficiently. But before seeing 
why men like Fishman predict that vending may 
have room for only one brand or two in many 
consumer lines, let’s stop to see where the industry 
is now, and how it got there. 


The Bill Changer 


Cyrus Melikian, of Rudd-Melikian Co., a promi- 
nent manufacturing firm in the industry, has given 
some hint of its growth potential. Suppose, he sug- 
gests, that half of the U.S. work force of 65-million 
plus 10-million students eats just one meal a day 
away from home. Suppose they spend only 30 cents 
a day. If vendors get only one-fifth of this, they’ve 
got a $3-million-a-day business. 

The symbol of vending’s new era, everyone 
agrees, is the bill changer, which is counted on to 
convert such speculation into reality. Two bill- 


changing machines are now on view, with more to 
come. One has been exhibited, largely as a pro- 
motional measure in Macy’s department store in 
New York. Installed in the clothing department, it 
is a built-in section of a vending machine that sells 
men’s shirts and shorts for 97 cents. The bill-chang- 
ing section is capable of accepting demoninations 
of $1 and $5, up to a total of $9, rejecting counter- 
feits and returning the correct change. 

The importance of this machine, which was 
made by two Universal Match Co. subsidiaries, 
National Rejectors, Inc., and National Vendors, 
Inc., is somewhat diminished by the fact that it is 
only a production model, not a factory product 
made from dies. Also, while theoretically capable 
of vending 30 separate kinds of merchandise, in the 
Macy demonstration it stocks only two. 

More advanced in some ways, though less in 
others, is the bill changer under production at the 
ABT factory in Rockford, Ill. This company, since 
last month a subsidiary of Automatic Canteen, has 
manufactured and sold about 200 of the machines, 
each capable of accepting a dollar bill and return- 
ing the correct change. It is already in many vend- 
ing locations. Models capable of changing larger 
denominations—up to $20—are being readied for 
production. And other manufacturers are expected 
in the bill-changing field before 1960 runs its 
course. 

Bill changers bring within the industry's reach 
all of those millions of potential customers who 
are perpetually turning up at a vending location 
without the right coins for the goods available. 
Eventually the bill-changers will increase the po- 
tential at every location enough to justify installing 
them. 

But the new gadgets have a significance that 
goes even beyond this. To eliminate the flaws in 
their electronic insides has called for a degree of 
skill in electronic programing that previously 
eluded the industry's top engineers. 

The fact that such machines now exist and 
function means that—within some limits—every 
other machine the vending people have dreamed 
about (and they are expensive dreamers ) is within 
reach, or soon may be. This includes machines 
that can accept a credit card, check its validity, 
record purchases made with it and, when ap- 
propriate, notify a store's inventory control and ac- 
counting departments. Before that, we will see ma- 
chines that cook and serve a variety of hot meals 
and offer other merchandise from hose to hard- 
ware, in a range of sizes and prices. Vending is 
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Vendo Photo 

Chinaman’s Chance—A pretty maiden puts 
in a penny and gets a piece of gum from an 
antique vender made around the turn of the 
century. The iron Chinese head, complete 
with mechanism whose grinding noise is 
guaranteed to give a pleasurable scare to any 
child who surrenders a penny, is one of a col- 
lection of early vending devices displayed at 
an annual automatic merchandising conven- 
tion. 


Vendo Photo 


Everything but a touchdewn may soon be 
sold automatically at football games. A new 
vending unit sells frosty malts and piping hot 
hamburgers within inches of each other in the 
same cabinet—a companion vender offers 
fresh corsages. This new equipment is being 
tested at the University of Kansas. 


going to be able to move with speed and versatility 
into physical sites, and marketing situations 
previously closed off. There seem no limitations to 
the expansion of vending. 

This technological breakthrough is occurring 
just when other developments—the growth of 
population, the need of many businesses to reduce 
labor costs, vending’s own voracious need for 
capital—have set the stage for expansion both 
geographically, and vertically within the industry 
itself. 

It’s significant, indeed, that of the two operating 
companies that have most successfully pursued 
the expanding market, one within the last few 
weeks has for the first time engaged an ad agency; 
the other has hired its first corporate advertising 
manager. Meanwhile, the leading firm in manu- 
facturing vending machines has just acquired its 
second ad agency and doubled its print schedule 
for 1961. 


How the Giants Grow 


There’s no better case history illustrating geo- 
graphical expansion than the youngest of the big 
firms in the field, Automatic Retailers of America 
(ARA). Sixteen months ago ARA existed only as a 
collection of regional firms, mainly family-owned, 
no one of which could afford a real growth pro- 
gram. Last month, a public corporation whose 
stock had jumped from 16% to 38 in five months, it 
hired an advertising agency and asked to see plans 
for a long-range campaign in several media. 

ARA grew out of negotiations between Davre J. 
and Henry R. Davidson, owners of six West Coast 
vending firms, including the most profitable re- 
gional one in the industry, and William Fishman, 
head of a midwest firm strong in industrial vend- 
ing, Automatic Merchandising Co. All three of 
these men had been prominent over the years in 
the National Automatic Merchandising Assn., the 
trade organization that has helped keep merchan- 
dise-vending free of the racketeers who reportedly 
have approached, in the past, some other types of 
coin-operated machines. 

In March 1959, ARA came into corporate being 
by purchasing five of the Davidson concerns, and 
absorbing the sixth through an exchange of stock. 
In September, ARA acquired Fishman’s concern. 
Three months later, it took over a pioneer fim 
operating in Oklahoma and Arkansas, and another 
in Indiana; in March 1960 it invaded New Eng- 
land, acquiring a leading firm in automatic indus- 
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trial catering. A month later, Ohio's largest vend- 
ing firm became a part of ARA; several other 
companies have since been added. 

As a result of these acquisitions (plus the addi- 
tional growth generated by its management), ARA 
has edged toward the number-two spot in the in- 
dustry among operating companies—a modest 
number-two, whose sales volume of $35-million 
has to be measured against Automatic Canteen’s 
$140,500,000. 

As of now, ARA does business in 11 states, 75 
per cent of it in industrial vending, with 20,000 
machines on location. The company’s plans are for 
continued expansion into other states and regions. 
Unlike some of its competitors, it has shown little 
interest in the manufacturing side of vending, but 
a good deal of interest in the possibility of tying 
in with industrial catering firms. Vending in plant 
cafeterias, either supplementing or replacing per- 
sonal service, is a major growth area of the future, 
as it has been in the past. 

Vertical expansion within the industry itself is 
being dazzingly illustrated right now by Auto- 
matic Canteen, which has for years been the only 
truly national firm in the vending field, accounting 
for about five per cent to six per cent of the in- 
dustry’s total volume. 


Automatic Canteen, one of the glamour names 
on the stock exchange, shows no inclination to let 
ARA or any other firm seriously threaten its para- 
mount position, Instead, it is going full-blast along 
the path of total integration of all industry func- 
tions. In addition to ABT, the firm that makes bill 
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changers, Canteen has in recent weeks acquired 
Commercial Discount Corp., a financing company 
which will now expand in the vending field; and 
Nationwide Food Service, an industrial catering 
firm which feeds workers in 300 plants (as well as 
running the restaurant of the U. S. Senate). 

All of the firms listed above were preceded into 
the fold by Automatic Music, Inc., which makes 
juke boxes, and a major manufacturer, Rowe. Cur- 
rently, Canteen intends to expand its operations in 
Europe as well as the U. S., where it is also taking 
over a large number of hitherto independent dis- 
tributors with whom it has worked. 


Space Will Be Scarce 


Recently, Automatic Canteen picked William 
Fitzgerald as its new director of advertising, Can- 
teen also is now looking at presentations from a 
number of agencies, including Campbell-Mithun, 
Inc., which has been its agency of record for the 
past four years, 

It's not surprising that firms with records like 
Canteen and ARA are thinking in terms of five to 
ten years ahead. William Fishman, however, 
thinks there are some facts marketers should be 
considering carefully right now: “Brand-name 
manufacturers are going to be competing for 
space, and not much space will be available. I 
think you're going to find the big national vend- 
ing firms that are developing will be forced to 
select at most—for example—two brands of corn 
flakes for all their locations. Quite possibly it will 
be only one. 

“At the same time, vending as it spreads will 
give a powerful sales push to whatever brands do 
win out in the competition for a place in its ma- 
chines. ‘They will be in use increasingly 24 hours 
a day, seven days a week. We can do business all 
the time. Not only that, but with the trend in 
America—the reduced work week, more suburban 
living, etc.—people are being scattered geographi- 
cally. We can bring selling to them, no matter 
where they go. We're mobile and flexible.” 

Some of these points will be developed in the 
advertising program that ARA expects to begin 
this month, through Garfield-Linn, its new 
agency. In the planning stage are: a direct-mail 
campaign to industrial institutions that are likely 
prospects for vending services; ads of the case- 
history type, scheduled to run in The Wall Street 
Journal, designed not only to reach prospects but 
to acquaint the business and financial community 
with ARA; local mat service to back up the other 
promotions. 
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Next Frontier: Food 


Among manufacturing firms, the unchallenged 
leader is Vendo, Inc., a company with an enviable 
record for pioneering new markets and new ma- 
chines, Currently, Vendo, in cooperation with 
Esso Standard division of Humble Oil & Refining 
Co., is operating five ultra-modern vending instal- 
lations in Charlotte, N.C., filling stations. In Kan- 
sas City, Mo., its own headquarters, the firm will, 
in a month or two, be test-operating an automatic 
drive-in theater. In addition to standard items, like 
hot dogs, hamburgers, ice cream, the vending 
operations will include a separate carry-home sec- 
tion where grocery staples will be vended. 

Meanwhile, Vendo is about to market what it 
feels is an advanced model of a multiple merchan- 
diser like that in Macy’s. This machine, which has 
ten rotating shelves and permits different prices on 
each shelf, is currently installed at the University 
of Kansas, where it vends hot and cold foods 
simultaneously, It can also be adapted to a whole 
range of other items, from flowers to soft goods. 

Beyond these convincing commitments, Vendo 
has given other signs of its belief that the future 
is coming on fast. According to John Brooks, di- 
rector of merchandising, the firm, always a heavy 
basic researcher, is spending twice as much in 
this area in 1960 as it did last year. 

Vendo recently bought a smaller competitor, 
Stoner of Aurora, IIl., and has retained that firm’s 
ad agency, Connor Associates, to handle much of 
its increased space campaign, along with its long- 
time agency, Potts Woodbury of Kansas City. A 
heavy advertiser in Vend, and American Auto- 
matic Merchandiser, two of the trade's publica- 
tions, Vendo is going to raise its print schedule 
for 1961 from a total of 11 trade papers to 22. 
Among the additions will be publications covering 
service stations, bowling alleys, industrial plants, 
institutions, 

In direct mail, Vendo has long specialized in 
reaching operators of vending machines, dairy 
companies, and bottlers; it also furnishes them 
mailings which they send to their own lists. 

This promotion has helped Vendo pile up some 
impressive sales figures this year. Says Robert W. 
Wagstaff, vice-chairman and chief executive officer 
of Vendo: “Total sales this year of machines to 
vend soft drinks, hot and chilled foods, candy, 
cigarettes, milk, ice cream, and even freshly 
brewed—that’s brewed from grounds, not instant 
—coffee are expected to be well in excess of $60- 
million at Vendo. Sales for the first six months 


cents. 


were over $34-million, up $14-million over the 
same period in 1959.” 

An even bigger part of vending’s advertising 
story is that which involves the great consumer 
companies that have been racing for several years 
now to establish positions in vending. While the 
arrival of bill-changing machines makes 1960 the 
year of the big breakthrough for the vending busi- 
ness itself, the key year in the food industry’s re- 
lationship to vending was 1956, when American 
Home Products, Armour, Campbell, and Heinz all 
began selling by machine. They did so because the 
automatic cafeteria became a practical reality in 
that year, with the introduction of hot-plate 
lunches and heavy soups saleable through coin- 
operated machines. 

Two enthusiasts for vending, among food mar- 
keters, are John Lorch, national sales manager, 
and L. C. Powell, manager of institutions products, 
both of American Home Products (AHP). “Food 
is the next great frontier in automatic vending,” 
says Powell. AHP had its first full year in the ma- 
chines in 1957; since then, its sales by vending 
have nearly doubled in volume. 


Vendo’s research project at Cornell’s School of Hotel Administra- 
tion tests quality and acceptability of vended food. Although Statler 
Hall has five dining rooms and two cafeterias, robot machines do an 
active business, particularly during the off-hours. 


“Cold luncheon” tray includes meat sandwich with lettuce, salad 
dressing and sliced olives; citrus fruit and cottage cheese salad gar- 
nished with grape half and curly endive; milk; and apple pie. Price, 
70 cents. “Hot luncheon” tray features meat loaf with mushroom sauce 
garnished with parsley; peas; hot buttered rolls and coffee. Price 70 


This is due, Lorch and Powell think, to careful 
selection of a Jine of canned goods likely to re- 
ceive consumer acceptance under vending con- 
ditions, and to realize the importance of menu ro- 
tation in vending locations where customers come 
back daily. But Powell also stresses the importance 
of pre-selling. In most cases, he has pointed out, 
the vendor's customers are familiar with brands 
like Chef Boy-Ar-Dee spaghetti from home use. 
Continuous advertising, both on the national and 
local level, has done a pre-selling job for the ven- 
dor, just as it does for the supermarket operator. 
AHP, which testmarkets items for vending almost 
continually, began introducing a new on: to instal- 
lations all over the country on August 15. 

Of all food items, hot foods are having the best 
relative growth in vending. 

In 1959, 4,012 new hot-canned-food vending 
machines were manufactured. This brought the 
total number in the U.S. to 19,700, which dis- 
pensed canned goods at the rate of 90-million cans 
per year. The dollar volume came to $16,483,500. 
Most vended hot foods are sold in cans. This re- 
duces storage and handling problems, and gives 
longer life (up to ten days). However, the next 
big step will be serving hot foods in containers, so 
that customers can eat from them directly. 
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A hot-platter machine of the sort desired is cur- ing machines can promote as well as sell, a fact 


rently being shown by Continental Industries, that Maxwell House coffee has been emphasizing 
Inc., which calls it the “Automatic Waiter.” It of- in a series of advertisements in trade publications 
fers three selections cooked daily from frozen food, of the automatic merchandising industry (Vend 
three possible prices, and has a capacity of 108 and American Automatic Merchandiser). The ads 
platters stacked in three columns. describe how 51 vendors switched from other cof- 
fee brands to Maxwell House coffee for their in- 
Grocery Vending stallations after a test showed increased sales. 


A glance through the advertising pages of the 
trade magazines is illuminating. They are full of 
highly competitive announcements by the big 
manufacturers, Rowe, APCO, Vendo, National 
Vendors, Rudd-Melikian, of remarkable new ma- 
chines. 


Given that the vending of food and drink, in- 
cluding the spread of automatic cafeterias in fac- 
tories, office buildings and institutions, is the big- 
gest frontier of vending, what comes second? 
Many experts would say the grocery business, al- 
though there’s no agreement that this will be ex- 
ploited in such a way as to eliminate supermarkets. Anxious Clients 
Rather, grocery vending will prosper as a supple- 
ment to these, making its sales at hours when the 
stores are closed, in front or in special locations. 
(Vending of grocery staples and soft drinks in fill- 
ing stations, and in laundromats, is being tried.) 


But equally prominent, and equally competitive, 
are the names of the big food, soft-drink and 
cigarette companies—fighting already for the 
places in the vending installations which they 
know will become fewer in the years ahead, as 
more and more products seek an entree in this 
area of retailing. All of them stress the pre-selling 
they have done over the years. 

The industry has now reached a stage of mar- 
keting expansion that makes it difficult to de- 
termine firm trends. For example, about 21 per 
cent of the vending manufacturers are in some 
form of in-plant feeding. Automatic Canteen, in 
addition to all its other forms of diversification, is 
quietly experimenting with the idea of manu- 
facturing its own plastic platters, spoons, etc., for 
use in food vending. Seeburg, which went from 
By that time, Longenbaker says, IGA hopes to making juke boxes to food-and-drink-vending ma- 


One person who is articulate about the shape 
of things to come in grocery vending is W. H. 
Longenbaker, director of food engineering for the 
Independent Grocers Alliance. He says he is now 
getting inquiries from around the country about 
trends in grocery vending—a development he at- 
tributes to the increased production by manu- 
facturers of more versatile machines. Among them 
has been an inquiry from a New York manage- 
ment consultant, acting on behalf of a major soap 
manufacturer, who was curious about what to an- 
ticipate in the grocery store of 1965. 


have a combination vending installation-super- chines, is looking for other chances to diversify 
market. He thinks the need for them already exists within the vending industry, and soon expects 
in some localities, and installation awaits a few to get over half of its profits from vending. The 
refinements (for example, many machines are not industry believes that several big corporations will 
sufficiently insulated for extreme weather condi- soon invade the field, attracted by its growth po- 
tions when used outside of stores. ) tential. And the big consumer firms fighting for a 
Vending will require extra emphasis not only place in the machines will increase from hundreds 
on pre-selling by advertising of brand names, but to thousands. 
also on merchandising the installation: spectacular Since sales of $4-billion are projected for 1965, 
signs and P-O-P displays will proliferate. this is not surprising. But veterans of vending are 
Other experts who look toward the future warn _ convinced that the lion’s share of the profits will 
against the pet phrase, “silent salesman.” Specu- _—- go where they are going now—to those firms that 
latively, they see no reason why installations | are both experienced in handling the versatile 
should not have recorded announcements, price gadgetry of vending, and alert to the coming ad- 
information, even special attractions such as vances that will help establish them in new mar- 
recipes, music, news of interest to women. Vend- kets. 


Copper, the basic alloying agent from early times, was the standard of 
monetary value in ancient Egypt and the young Roman Empire. 
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The Potential of 


Vending for the Mass Feeding Industry 


by Robert W. Wagstaff 


Vice Chairman and Chief Executive Officer 


Out of the Past . 


Automatic iieliebaaiidasaias is considered by many 
people to be an “industrial ‘iatent The concept of 
a full line of foods dispensed automatically from 
vending machines in industrial plants, office build- 
ings, schools and colleges, transportation terminals, 
and the many other locations where this practice 
is being introduced is relatively new. 

Actually, a coin-operated mechanism had a 
practical application in the year 100 B.C., when 
an enterprising inventor, Hero of Alexandria, put 
a coin-operated dispenser for holy water in front 
of a Greek temple. But vending, as we know it, 
developed around the turn of the Century with the 
first patent issued in the United States for a post- 
card vender in 1886. Then came the penny gum 
venders in railroad stations . . . candy . . . cig- 
arettes and bottled soft drink venders. 

World War II gave vending a tremendous 
boost! As members of the armed services and 
civilian workers found that the self-service ma- 
chines had special advantages for their needs, they 
began to ask for and to receive more vended prod- 
ucts. 


“Soup to Nuts” Vending 

After the War, the industry began to diversify. 
Venders for dairy products, milk, and ice cream 
were introduced. Then came coffee, freshly brewed 
right in the machine and dispensed automatically 
at the drop of a coin. Finally, came the important 
development of hot and chilled food venders. 
These ingenious machines, capable of serving lit- 
erally everything from “soup to nuts” permit us to 
explore the virtually untapped potential of mass 
feeding in industry and to look about for new ap- 


plications of this fourth method of retail selling— 
automatic merchandising. 
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The Vendo Company 


Instead of individual machines tucked away 
under some stairwell or in the basement as they 
once were, banks of smartly styled vending ma- 
chines are now prominently displayed in central 
locations and offer a wide variety of items, Today, 
vending has annual sales of better than $2% billion. 
Equipment is located in industries large and small, 
in offices, in institutions, schools, recreation spots 
and wherever people gather. The largest rate of 
growth is found in around-the-clock hot food 
service. 


Reasons for Growth 


There are sound economic reasons behind this 
rapid growth of automatic merchandising. The 
necessity for management to provide food and re- 
freshment has become an important fringe benefit 
in industry, Secondly, the tendency to locate in- 
dustrial plants in suburban areas, away from exist- 
ing commercial feeding establishments, calls for 
on-premise provision of food and refreshment 
facilities. 

The manual cafeteria operation has been 
worked over and analyzed to the point where very 
little cost is left to be wrung out. With continu- 
ously rising labor costs, the cafeteria operator, in 
recent years, has seen profits shrink and/or sub- 
sidies mount to the breaking point in many in- 
stances. We feel that the manually operated 
cafeteria is being viewed very critically by man- 
agement because of these rising costs. During the 
past decade while this squeeze has been on for 
manual cafeterias, we have seen automatic inplant 
food and refreshment service grow from practi- 
cally nothing in industry, to the point that now it 
is ready to take on the complete feeding job. 

Continued on page 86 
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ROBERT W. WAGSTAFF came to The Vendo Company as 
general counsel in 1945 from the Western District Head- 
quarters of the Sinclair Refining Company, where he was 
attorney. He was elected Vendo secretary in 1946 and vice 
president in 1949, becoming executive vice president in 
1951. On June 6, 1958, he was named vice chairman of the 
board which made him chief executive officer, with responsi- 
bility for all company operations. Vendo is the world’s 
largest manufacturer of automatic merchandising equip- 


ment. 


Vending Machines: A Case in Point 


In 1937 two brothers—successful young busi- 
nessmen with no previous experience in manufac- 
turing—set up a small production plant for a then- 
revolutionary coin-operated device for selling 
bottled soft drinks. They were E. F. Pierson and 
John T. Pierson, now chairman of the board and 
president, respectively, of The Vendo Company, 
Kansas City, Missouri. 

The bottle vending device, known as the Vendo 
Red Top, was the first successful vender for cold 
bottle drinks. Then the increasing acceptance of 
vending “machines called for newer and more 
versatile coolers. Today, Vendo'’s products in- 
clude venders for hot and chilled foods, fresh brew 
and instant coffee, soft drinks, milk, fruit j — ice 
cream, pastries, and cigarettes. 


Food vending machines have been installed by 
catering establishments in such “round the clock” 
locations as hospitals; school dormitories; indus- 
trial plants; bus, train, and plane travel centers; 
and all sorts of recreation areas, from bowling 
alleys and boat docks to theaters and stadiums. 
Hotels, motels, and restaurants have also installed 
robot food equipment and the first automatic 
drive-in restaurant was recently opened in Kansas 
City. The Vendo Company is now conducting a 
service station test program in Charlotte, North 
Carolina, to survey potential sales to highway 


traffic. 


Menus at one automated cafeteria are changed 
daily and include such hot dish entrées as chicken- 
fried steak, braised short ribs of beef, baked spare- 
ribs, roast turkey with dressing, beef pot pie, sir- 
loin tips and noodles, shrimp creole, Swedish meat 
balls, and baked tuna with noodles. A variety of 
hot and cold sandwiches as well as salad luncheon 
plates are also provided in the menu offerings. 


The Vendo Company first offered its common 
stock at $12 in 1955, Listed on the New York 
Stock Exchange in March 1960, the stock soon 
sold at 91 and a two-for-one split was authorized 
last August. A new high was established on De- 
cember 13 when the stock reached 49%. Vendo 
sales for 1960 topped $60,000,000; in 1958 they 
were $29,410,432. 


Production and office space occupied by Vendo 
include three plants: the Kansas City headquarters 
and plants at Aurora, Illinois, and Fresno, Cali- 
fornia. At the Aurora plant a new line of equip- 
ment—coin changers for automatic venders—are 
now in production. A new company, the Interna- 
tional Ven-Par Company located in Kansas City, 
will provide parts and maintenance facilities for 
branch offices to be established across the nation. 
Expansion plans also include market development 
overseas, according to a recent news release. 


—Editor 


Vendo Photo 


This completely automatic cafeteria, operated at 
The Vendo Company in Kansas City, offers a com- 
plete selection of hot and cold foods and beverages 
for full meal service. The cashier who makes change 
is the only attendant. Walnut paneling, color accents 
of turquoise and gold and modern furniture create 
a warm, cheerful atmosphere. 


Vendo Photo 
The Old American Insurance Company recently 
moved into a new building in Kansas City, one of 
the most modern and up-to-date office buildings in 
the entire area. A vending installation takes care of 
the luncheon and work-break needs of the 300 em- 
ployees, mostly women. 


Acceptability of Vending 

One of the basic economic factors supporting 
vending has always been that it has made possible 
the sale of items in locations where they could not 
be profitably handled in any other manner. The 
uppermost question is whether or not the service 
performed through vending is acceptable in terms 
of product quality, equipment performance and 
other factors. 

Our company, during the past several years, has 
doubled its research budget to pursue some of 
these questions. We are working with packaging 
experts, the container industry — with others con- 
cerned with heat and cold in relation to food prep- 
aration and preservation. 
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We have found through the operation of a com- 
pletely automated cafeteria which serves more than 
1,700 associates at The Vendo Company that 
automatic merchandising is capable, if properly 
handled, of doing a completely satisfactory indus- 
trial feeding job. Vending will not only serve exist- 
ing locations less expensively with equal quality, 
but it will make it economically possible to serve 
many plants and offices where formerly it was im- 
practical from a manual standpoint because of 
door space, equipment and labor costs. 

These economic factors and the acceptability 
of vending, coupled with management’s continu- 
ous reluctance to support high cafeteria subsidies, 
opens up unlimited potential for vending in mass 


feeding. 


Wheeling Steel Co. 


To cite some examples, here is an article from 
Mill & Factory, January, 1960 issue: 


Feeding steel mill workers presents some prob- 
lems because they can eat only when their work 
schedules permit. Any feeding arrangement must 
fit into the many variations in the schedules under 
which their work is done. 

For many years, the Wheeling Steel Co., in 
Steubenville, Ohio, fed their 7,000 employees 
through three canteen-type counter installations. 
During a general strike, the industrial caterer de- 
cided to back out, leaving the plant without food 
service. Under this emergency a truck feeding 
service was provided from nearby Weirton, West 
Virginia. 

When things returned to normal it soon became 
evident the truck service wouldn't do. Workers 
were not always able to leave their work when 
the truck was there, causing some to miss their 
food. When the truck and the men could get to- 
gether, there was too much waiting in line. 

Plant management finally decided to have a 
local vending machine operator set up six sepa- 
rate food vending areas, These areas are well 
lighted, clean, and pleasant. They have been in 
operation since 1956. Each area contains ma- 
chines serving milk, ice cream, hot food, pastry, 
soft drinks, coffee, cookies, candy and cigarettes. 
The vending machines are located on concrete 
pads provided by the plant in the blast furnace, 
open hearth, coke plant, hot strips, new process, 
and galvanizing areas, 

The vending machines are loaded without in- 
terfering with feeding or production, There is no 
longer any waiting in line, and the workers can 
use the machines at any time. Time has actually 
been saved through their use but no special effort 
was made to “sell” the workers on using the ma- 
chines. 
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In this instance, the vending operator pays 
Wheeling a flat fee of $50 a month for each loca- 
tion. This pays the cost of electricity and water. 
In addition to all the other advantages gained by 
putting in vending machines, the cost of meals has 
been reduced. 


The Wall Street Journal 


The Sunday Republican, Springfield, Mass. on 
May 29, 1960, carried this article: 


In May this year, eight automatic vending 
machines were put into service at the new $2.5 
million plant of the Wall Street Journal in the 
Massachusetts Industrial Park in Chicopee. This 
installation of the How-Dee Company, a division 
of Automatic Retailers of America, currently is 
serving 250 employes of the national financial and 
business daily. The machines serve cigarets, cof- 
fee, candy, pastry, sandwiches, hot foods, cold 
milk and ice cream. 

The automatic cafeteria is working out “very 
well” according to Robert F. Scherer, plant pro- 
duction manager, who noted that the cafeteria is 
in operation most of the hours of the day. The 
Wall Street Journal automatic cafeteria is serviced 
daily six days a week and How-Dee also has 
stand-by crews in the event service is needed on 


Sunday. 


These are but two instances of industrial food 
operations filling a distinct need. There are many 
“routine” examples, where there is no specific 
problem involved other than that of making whole- 
some, nourishing food available to employees. 


Inplant Feeding 


In a survey conducted by Inplant Food Manage- 
ment Magazine this spring, among the facts 
brought out in the survey it seems highly signifi- 
cant that ‘the total number of employees and stu- 
dents served in inplant food service facilities on 
a typical day amounted to the impressive figure 
of 23,775,000. Of importance on the cost side of 
the picture is the $804,770,000 total expenditure 
for food, operating supplies and equipment re- 
vealed in the study. Some $678,375,000 goes for 
food at cost, $75,470,000 for operating supplies 
and $50,925,000 for equipment. (The survey con- 
cerned itself with actual costs to inplant operators 
rather than retail costs to employees). 

The survey further revealed that 83 percent of 
the establishments queried have vending ma- 
chines in one form or another. A total of 165,545 
vending machines were serving the inplant food 
service market at the time of the survey. The 
average inplant establishment had a total of 21 
vending machines on location. The complete sur- 
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Vendo Photo 


This “automatic” drive-in features hamburgers, 
french fries and milk shakes along with a variety 
of beverages and ice cream products all sold from 
coin-operated vending machines. In addition to the 
prepared foods, a completely automated grocery 
section vends products including bread, bacon, milk, 
frozen fruit juices and salad dressing. 
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Vendo Photo 

Automatic venders do a yeoman job in serving 
food and beverages around the clock at Methodist 
hospital in Indianapolis where 1,600 employees are 
on the job. The soda fountain-luncheonette this in- 
stallation replaced was operated at an annual loss 
of about $6,000. Estimated net income from the 
vending operation is $5,000 a year. 


vey printed in the October, 1960 issue of Inplant 
Food Management raises some challenging ques- 
tions to traditional thinking about inplant food 
and refreshment service. 


The Buxton Company 


In that same issue of Inplant Food Management 
there is a story and photograph that tells how the 
Buxton Co., Inc. near Springfield, Massachusetts 
dispensing with warehousing, servicing and fre- 
quent need for subsidizing its cafeteria, turned to 
totally automatic cafeteria food service for its 
600-800 employees and reports complete satisfac- 
tion by the working force and management. 


Radio Corporation of America 

Again, in the same issue, there is:a photograph 
of an automatic cafeteria installation in the Radio 
Corporation of America’s television plant in 
Bloomington, Indiana, said to be one of five such 
installations at the location. These venders take 
care of the food requirements of 2,500 employees. 
Dispensing both hot and cold foods, the menu is 
changed daily by the Howard Vending Division 
of Automatic Retailers of America, Inc., which de- 
signed the areas and services the machines. 
Howard vending previously handled food service 
here on a combination manual and vending basis. 


Methodist Hospital, Indianapolis 


Methodist, largest hospital in Indiana at Indian- 
apolis, with 850 beds and 107 bassinets, has ap- 
proximately 1,750 persons on_ its payroll. An 
estimated 5,000 persons pass in and out of the 
hospital every 24 hours. 

Because a busy hospital never closes its doors, 
the problem of on-premise food and beverage serv- 
ice for the convenience of physicians, hospital per- 
sonnel and visitors is especially important. The 
human needs of visitors and hospital staff mem- 
bers are second only to those of patients. Good 
food and beverages, easily obtainable at any hour 
of the day or night, can ease the strain of de- 
manding work or the anxiety of a lengthy vigil. 

That is why a 24-hour automatic food and 
beverage facility was installed, replacing an 8 
a.m. to 8 p.m. soda fountain-snack bar which was 
not only difficult to staff adequately but which 
was operating at a monthly loss of around $500. 
The vending installation extends the food service 
provided by the hospital cafeteria, which is open 
only to the physicians and staff. 


The Outlook 


The industry has come a tremendously long way 
in a very short time, We've had our growing pains 
and will continue to have them, naturally. But 
the future holds so many fascinating possibilities 
that it is breathtaking. 


Gasoline Service Stations 


For example, the first multiple-location test of 
the effect of custom-styled vending facilities on 
service station operations is now being conducted 
at five high-traffic stations in the area of Charlotte, 
North Carolina. 

These automatic installations are a joint project 
of Esso Standard Division Humble Oil & Refining 
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Co., and The Vendo Company. Each installation, 
consisting of eight venders, is a specially designed 
unit enclosed in a modern structure of clean, 
crisp lines, the white venders set into a blue 
background. It goes without saying that an im- 
portant part of the test is learning how much 
added income they may be expected to provide for 
the service station dealer, solely in sales made by 
the automatic equipment. 

W. H. Melton, Jr. Esso Sales Manager, Caro- 
linas Division, says that expanded vending in 
service stations has been under close observation 
for the past few years: 


The Station of the future must offer a greater 
variety of services in order to meet competition, 
and the automatic vender seems one of the best 
ways of increasing service while holding down 
labor costs. 

From the tests in the Charlotte area, we hope to 
learn if this type of automatic vending installation 
will give motorists better service and if they pre- 
fer it to the somewhat hit-or-miss methods of 
using vending equipment which most dealers 
have followed in the past. We believe that be- 
cause travelers’ eating costs are mounting, they 
may prefer automatic merchandising. 

Practically every service station has some vend- 
ing equipment. Perhaps through unified installa- 
tions, dealers will be able to improve their 
revenues and profits, That at least is the objective. 


Automatic Drive-Ins 


On the 19th of November, The Vendo Company 
opened in Kansas City, Missouri, the world’s first 
automatic drive-in restaurant using coin-operated 
vending machines and combining two types of 
food merchandising. Prepared food, low in price, 
high in quality, is made available 24 hours a day: 
Hamburgers sell for only 15¢; cheeseburgers 20¢, 
and milk shakes, 20¢. A fully automated section 
selling a selected range of grocery items is in- 
cluded under the same roof. 

Arthur D, Stevens, Vendo’s vice president of 
commercial development, explains that the build- 
ing, especially designed for the drive-in, is basically 
a steel structure making use of predesigned and 
fabricated parts in combination with stock com- 
ponents for ease of construction and expansion. 
“Because the packaged food area will require 
only someone to stock the vending machines,” he 
says, “a minimum number of employees can serv- 
ice both installations without difficulty.” 

“As a result of this and the type of building 
used,” Stevens continues, “the drive-in will repre- 
sent a smaller investment and require less payroll 
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than manual service operations, These money sav- 
ings could be passed on to the customer in higher 
quality food.” 


Supermarkets and Drug Stores 


“Store front” vending, utilizing automatic equip- 
ment in supermarkets and drug stores (located 
so it can be used after hours, thus providing 24- 
hour sales of popular merchandise ), may be a logi- 
cal outgrowth of our experience with the com- 
bination prepared food service and grocery area 
of our “Stop N Treat” installation, The public 
may use vending for eating and it can be applied 
to drug and variety store fountains where operat- 


ing costs are mounting and in regular restaurants 
too. 


New Products in the Offing 


We can also forsee a definite swing to more full 
line vending— or complete meal service—available 
in more locations now that equipment is being 
made that will perform a variety of functions even 
including the sale of deep-freeze items and hot 
food items from the same vender. 


Packaging 


There will undoubtedly be more advances made 
in the packaging field. So far, there is relatively 
little packaging that has been developed especial- 
ly for the vending industry. We can expect to see 
more of this in the future. An example is the con- 
tainer for hot vended foods. In the future, con- 
tainers for hot vended foods will resemble bowls 
or more traditional tableware than they do right 
now. New -packages that have more sales appeal 
will be developed to utilize the “see-thru” display 
areas in the new machines that let the customer 
see what he is purchasing. 


Food Preservation 


Radiation applied to foods as well as the new 
freezing techniques will probably have a tre- 
mendous effect on foods of all kinds within the 
next five to 10 years. While the vacuum pack is the 
only practical method of preserving foods for long 
periods of time under ordinary conditions, this 
may not be true in the future, and we may be able 
to keep meats and other perishable items without 
resorting to this method of sealing them. This 
will have a tremendous impact on the vending in- 
dustry, 
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“Carry Home” Items 


We also predict there will be more vended 
“carry home” food items. Recently, the first vend- 
er for 6-pack cartons of soft drinks was introduced. 
Other equipment is being perfected to vend other 
“carry home” items, as distinguished from items 
which may be eaten on the premises, or used im- 
mediately. 


Money Changing Machines 


New money changers are almost a certainty. 
Dollar bill changers are already being tested in 
various locations. This equipment also includes 
changers for $5, $10, and $20, and although not 
in general use, they undoubtedly will shortly be 
perfected with widespread results in industry. 

Money totalizers are also being perfected. This 
equipment which accepts bills, allows the custo- 
mer to purchase various items, adds them up and 
refunds the correct change are in the future. 


Decor and Styling 


The future will see even more imaginative use 
of equipment from a decorative standpoint, The 
possibilities of utilizing vending equipment to 
achieve certain desired effects is just beginning to 
be realized. There is no question that this trend 
will continue to be expanded. 


To Sum Up... 


In conclusion, there is virtually no limit to the 
products that can be sold through venders in the 
future . . . and the use of vending equipment will 
be limited only by our own imagination and re- 
sources, 

At Vendo we intend to continue to expand our 
research program into as many areas as seem 
practical. We work on a five-year plan to keep 
abreast of the latest innovations in our own and 
related fields. 

All of these factors, of course, have an influence 
on mass feeding. One part of our research program 
aimed at finding some of the answers to these 
mass feeding problems is the short course in Auto- 
matic Restaurant Management that we are co- 
sponsoring with the School of Hotel Administra- 
tion at Cornell. We hope to gain new ideas and in- 
valuable experience in what we learn from the 
vending operators, caterers and restaurant people 
who attend the course and the faculty of the 
school. 
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Credit Card Opinion Survey — 


The Credit Card Opinion Survey included in the November number of 
The Quarterly brought forth only 74 replies from hotel and restaurant 
operators that were complete enough to be tabulated. This number repre- 
sents about 5 percent of the individual hotel and restaurant establishments 
subscribing to The Quarterly, which now has about 3,400 subscribers. 

The low return can partially be explained in the timing—just before 
Thanksgiving—and in the brief period allowed for persons to respond 
(about two weeks after receipt of the magazine). While the number re- 
sponding is not large enough to produce decisive overall conclusions con- 
cerning credit cards, the comments received across the country do mirror 
the opinions and experiences of many hotel and restaurant operators, 

[The Quarterly’s editorial board points out that the free responses elicited 
by broadside questionnaires such as this one come from persons who feel 
strongly about the topic covered, whether for or against the subject.] 

The overall conclusions, based upon a careful study of the replies, are set 
forth below. Comments made by the respondents—which we have permis- 
sion to reproduce—are given on the following pages. Since the respondent’s 
annual sales gross, the percentage of his business that is by credit card, 
and the credit cards he honors are significant in evaluating his opinion, 
these figures are also set forth above each quoted comment. 

The Quarterly would like to express appreciation to two members of the 
School's faculty for overseeing this study: Dr. Robert A. Beck and Dr. 
Gerald W. Lattin. Credit is also due two students for their work done in 
tabulating the questionnaires: William Baugh (McKeesport, Penna.) 
Cornell ’62; and Peter Marker (Vista, Calif.) Cornell ’61. 


Conclusions Drawn 


1. Hotels and restaurants honor national credit cards because they feel 
it is good business to do so. 


The tabulated responses showed that over 90 percent of the respondents 
- claimed that national credit cards: 

¢ Had brought them no identifiable new business. 

¢ Had resulted in no higher hotel bills or restaurant checks, 

¢ Had saved them no bookkeeping expense nor loss from bad debts. 
Yet The Quarterly believes that American businessmen do not continue a 
service that is not beneficial to them. Few respondents reported the dropping 
of even one national credit card. Over half began honoring new credit cards 
during the past two years. 


bo 


. Most hotels and restaurants located in travel centers indorse national 
credit cards and report that they bring in new business. Hotels and 
restaurants issuing their own credit cards were most critical of the credit 
card systems. 


3. Restaurants, in general, are more favorably disposed toward national 
credit cards than are hotels, and those with an annual gross above $250,- 
000 usually honor all three. 
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4, Hotels (except for the chains) with an annual gross of more than $1 
million generally honor two or more national credit cards. Smaller hotels 
favor American Express’s Option III, praise its check coverage, but com- 
plain of the bookkeeping involved. 


5. “Likes” most frequently mentioned: 
© Credit cards are a service the guests expect to be honored. 
¢ Business increased through honoring credit cards in some localities, 
Diners’ Club was singled out by some respondents. (The other two cards are 
relatively newcomers in the field.) 


® Guests come more often, spend more, and the operator does not need to 
worry about collection. 


6. “Dislikes” most frequently mentioned: 


¢ Losing as much as 7 percent across the board when the operation’s net pro- 
fit may be only 5 percent of gross sales. 
¢ Serving as a check-cashing agency and not being reimbursed for “bad” 
checks honored on the strength of a credit card. 
American Express was singled out as being most cooperative in this respect. 
¢ Honoring credit cards for small meal checks. Minimum suggested charge 
check: $5. 
One restaurant reported that a guest regularly charged a 75-cent luncheon. 
® Waiting for remuneration on credit charges honored. 
Hilton-Carte Blanche was singled out as making prompt conversions. 


Selected Comments on Credit Cards 


Hotels 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Fresno, California $1,000,000 35% American Express, Diners’ Club, 
Carte Blanche, Own 


“I am definitely in favor of the credit cards, We have become much less tolerant 
of extending credit to people who do not secure one of the national credit cards. 
When I was Chairman of the Advisory Council of the California State Hotel 
Association Board of Directors, we passed a resolution stating that we preferred 
the Hilton Carte Blanche plan because of the ease of handling. The Diners’ Club 
percentage is too high and too cumbersome. The American Express percentage is 
in line, but it is also cumbersome.” 


Annual Gross 


Location Volume % Credit Credit Cards Honored 
Atlantic City, New Jersey  — $4,500,000 (Not given) American Express, 
Diners’ Club 


“They have complicated our accounting problems, increased our correspond- 
ence, increased the size of our city ledger accounts, and of course forced us to pay 
a “collection” fee on many accounts that would otherwise have been for cash. 
Credit cards are an invention of the devil!” 


Annual Gross 


Location Volume % Credit Credit Cards Honored 
Poughkeepsie, New York $500,000 30% American Express, Diners’ 
Club, Carte Blanche, Own 


“We are forced to do business with them. Eventually, if not already, they will 
inflate the prices and so pass on the expense to the user, They cause a problem in 
handling, but as they gain greater coverage, credit cards will be better. 

“They pose the old problem of ‘cash discount’ to guests paying in cash.” 
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Annual Gross 
Location Volume % Credit Credit Cards Honored 
Euclid, Ohio $1,100,000 (Not given) American Express, Own 


“I think that they are a real asset to the guest, our customer. We welcome them.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
New York City $6,000,000 1% American Express 


“To put it briefly and frankly I think they ‘stink.’ I wish they had never been 
started, and I hope they all fold as soon as possible, They are parasites that should 
never have been permitted to get their tentacles on legitimate business.” 


Annual Gross 


Location Volume % Credit Credit Cards Honored 
Providence, Rhode Island $700,000 34% American Express, Diners’ Club 
Hilton Carte Blanche, Own 


“The creation of the American Hotel Credit Corporation card and system was 
approaching, to a reasonable degree, solution to the credit problems of the small 
hotel. I feel that the transfer of this card to American Express and the consequent 
entry of the Hilton card and the Sheraton-Diners’ Club merger have nullified the 
progress made by the American Hotel card. Since I firmly believe that a hotel 


cannot positively refuse to cash checks, some check-cashing protection should 
be available with each credit card plan.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Mankato, Minnesota $125,000 1% American Express 


“I think they are fine but, for the small business, they are just another service 
we must offer. (Credit cards) have increased our city ledger cards and as long 
as we use Option III we have additional billing.” 


Location Annual Gross 
Volume % Credit Credit Cards Honored 
Norwalk, Connecticut $595,000 33% American Express, Own 


(Reported no bad debts but the clerical staff had to be increased.) “The per- 
centage deducted by (one card not honored) is too large in ratio to present 


day’s profit on food, Possibly a smaller percentage would be desirable on food 
charges than on room charges.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Keene, New Hampshire $100,000 15% American Express, 


Hilton Carte Blanche 


“Credit cards are good and we have found them particularly helpful in cut- 
ting down our bad debts. We prefer Hilton Carte Blanche because less book- 
keeping is involved and because of immediate conversion to cash.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 


Helena, Montana $100,000 3% American Express, Hilton Carte Blanche 


“(Credit cards) are a necessary evil: 1) as long as credit cards are available 
to hotels-motels, I am going to have them to offer complete srvice; 2) as an in- 
dustry we must have credit cards as long as other businesses—banks and retail 
stores—have them. 


“In time, we will adjust to the discount, passing it on to the customer in one 
way or another. 
“(Credit cards) may result in fewer personal checks being cashed and fewer 


bad debts. The local banks have commented that they now cash fewer checks 
for tourists.” 
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Restaurants 


Annual Gross 
Location Volume 4% Credit Credit Cards Honored 
Narberth, Pennsylvania $400,000 20%  #American Express, Diners’ Club 


“I felt strongly against them in the beginning—even to the point where I 
started my own credit card club. It was a flop! I had to fight with all my guests 
to convert them to a “house account.” They didn’t come as often nor spend as 
much or even pay their charges on time, I repented and have converted all my 
“house accounts” to Diners’ and American Express—even the good payers of 
whom I was sure. I'm strictly pro-credit cards but would like to split the 7% 
rebate with the customer paying half of it.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Philadelphia, Pennsylvania (Not Given) 14% American Express, 
Diners’ Club 
Carte Blanche, Own 


“Advantages outweigh disadvantages: 
© Great promoters and advertisers. 
¢ Bring in new business. 
© Spend more. 
¢ Finer type of customer.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
West Orange, New Jersey $1,000,000 40% American Express, 
Diners’ Club 
Carte Blanche, Own 


“They bring additional business and the checks are definitely higher when 
credit cards are used. The commission is too much for the operator to absorb. 
The card holder should pay at least half of the commission, If the discount were 
no more than 3%, we would turn over all of our accounts to the national cards.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Indianapolis, Indiana $1,500,000 8% Carte Blanche, Own 


“Just another expense of doing business that is not controllable.” 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Montreal, Canada $800,000 30% American Express, Diners’ Club, 
Carte Blanche, Own 


“We recognize an increasing trend toward the use of credit cards but we do 
not welcome it. The costs involved in discount percent and clerical labor we con- 
sider exorbitant. At least one of the companies has grown to such strength that 
in many respects we have become almost completely obligated to it. This degree 
of obligation is growing and is undesirable. In particular, these companies tend 
to intrude on the personal relationship we try to build up with our customers. 
They undermine our own credit card system which is much less expensive to 
operate and which is of greater benefit to us. 

“There is no recognition of the effort and expense we go to for increasing our 
business. The credit card companies benefit from this effort and expense at no 
additional cost to themselves. In brief, they are like a leech that we cannot 
shake off. The more blood there is to suck, the more they take, and we have 
to pay them for the privilege.” 
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Annual Gross 


Location Volume % Credit Credit Cards Honored 
Washington, D.C. ~ $500,000 30% American Express, Diners’ Club, 
Own 


“They are good for the business that can afford to wait 15 to 30 days for their 
money, They pose problems because the credit card companies themselves can 
raise the percentage discount to any degree, thus forcing the restaurateur to 
subscribe to their demands for fear of losing business if he does not continue 
honoring their cards. A stabilizing feature should be inserted to prevent this 


happening.” 


Annual Gross 


Location Volume % Credit Credit Cards Honored 
Omaha, Nebraska $375,000 (Not Given) Own 


“Credit cards are fine and seem to be the modern trend of doing business as 
well as meeting public demand. But I cannot see, nor will my opinion allow my 
paying, a percentage of the bill for someone else’s privilege to use credit. They 
should pay the carrying charges as is done in every other business.” 


Location Annual Gross 
Volume % Credit Credit Cards Honored 
Danvers, Massachusetts $600,000 10% Own (discontinued national 
cards 2 years ago) 


“The small operator—not the restaurant chains nor the self-service eateries— 
are the victims of the national credit card systems. If the small operator would 
calculate his gross profit and then examine the percentage paid to credit card 
systems, he would soon realize how his net profit is affected. When he operates 
on a narrow profit margin as I do, he simply cannot afford it. 

“We found our cash customers of many years’ standing coming in with credit 
cards and very little new business resulting. When we tried to bill customers 
with our own credit card, one wrote that he wanted only one bill for all of his 
restaurant charges. This man takes his family out to eat in different restaurants 
several times a week and probably uses his bill for tax evasion. 

“I am strongly of the opinion that these credit cards serve, and serve only, 
the credit card holder and in the law of things he is the one who should pay for 
this service. The big businesses should pay for the service rendered by credit 
card companies, not the small restaurant operator.” 


Location Annual Gross 
Los Angeles Volume % Credit Credit Cards Honored 
Santa Monica, Calif. $900,000 12% Carte Blanche, Own 


1. “Credit cards are a convenience for the user and as such the user should be 
required to pay for his convenience. The management should not be re- 
quired to make up the hidden cost in higher prices to all guests. The cash 
customer helps pay for the credit card holders’ privileges, which is unfair. 

. “Credit cards are an out-and-out pain in the neck! 

. “They are actually factoring services and, as such, one we have dropped 
charged too much for this service and took too long to pay. 

4. “As added business-getters they are over-rated. Most restaurants honor one or 

more national credit cards so that their value as a sales incentive has been 
diluted practically to the point of no return.” 


wb 


Annual Gross 
Location Volume % Credit Credit Cards Honored 
Maine $350,000 8% American Express, Diners’ Club, 
Hilton Carte Blanche, Own 


“I think we had better learn to love them because it looks like they are here 
to stay. They mean a lot to our business—bigger checks, more frequent patron- 
age, and new business.” 
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Why American Express Terminated Direct Billing 


by M. E. Lively, General Manager 
American Express Credit Card Department 


The American Express Credit Card was de- 
signed as a universal instrument for the conveni- 
ence of businessmen and travelers. Our basic 
concept provided that the men and women carry- 
ing an American Express Credit Card would 
receive one single monthly bill for all charges 
incurred. 

However, when American Express purchased 
the Universal Travelcard, it was agreed that 
American Hotel Association members would initi- 
ally be entitled to direct billing privileges, if they 
so desired. 

From the outset, complaints from cardholders 
over the question of direct billing were numerous 
and vigorous. Hopefully, we felt that after our 
cardholders became more familiar with our opera- 
tion they would accept in time the inconvenience 
of direct billing. Instead, direct billing complaints 
and the consequent correspondence and adjust- 
ments increased. 

No matter how frequently we explained in our 
directories, statement stuffers and other promo- 
tional literature that certain A-H.A. member par- 
ticipants had elected to bill cardholders directly 
and were entitled to do so, we were unable to get 
this point across. 

Last year, for example, from January 1, 1960 to 
November 15th, direct billing by A.H.A. member 
hotels occasioned more than 39,000 letters of com- 
plaint. More than 18,000 credit cards were can- 
celled because of corporate accounting problems 
and adjustments created by direct billing. 

Based on this appreciable tangible evidence that 
direct billing was inherently an unsatisfactory ar- 
rangement for our almost 800,000 cardholders, we 
discontinued the direct billing option effective 
April 1, 1961. 

Not the least contributing factor to our decision 
was the steadily increasing number of A.H.A. 
hotels who had, of their own volition, changed 
from direct billing to centralized billing in the 
interest of good customer relations. 

Having taken this step, there is perhaps little 
purpose served in reviewing in detail.some of the 
specific reasons for our action. But, for the record, 
I would like to list some of the more prevalent 
complaints. For example, under the direct billing 
option, unpaid charges were to be sent to us for 
purchase at the end of the second calendar month 
following the month in which the charges were 
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incurred. Some hotels, however, did not follow the 
agreed upon procedure. They called in collection 
agencies and threatened our cardholders with law 
suits, 

Other hotels wrote cardholders that they would 
take steps to jeopardize the cardholder’s credit 
rating with American Express. 

Another bone of contention was created by the 
receipt of an average of 50 charges a day incurred 
as much as two years prior to the date on which 
they were forwarded to us, Naturally, we denied 
any liability for these charges forwarded so long 
after the expiration of the specified time limit, but 
here again, ill will was created. 

A major cause of dissatisfaction was the pro- 
vision that when a hotel received payment from a 
cardholder subsequent to the time that the charges 
were forwarded to us for purchase, these remit- 
tances were to be sent to American Express to be 
credited to the appropriate cardholder’s account. 
A surprising number of hotels refused to do this. 
In some cases hotels even denied receipt of remit- 
tances until we obtained photo copies of the can- 
celled checks from our cardholders. 

Several local and _ state hotel associations, 
through official action, advised their members not 
to participate in the American Express Credit 
Card Service under centralized billing options. 
This not only curbed our own efforts to present the 
advantages of centralized billing but placed us at 
a disadvantage because such action, to my best 
knowledge, was leveled exclusively at American 
Express. 

Such has been the brief unhappy history of 
direct billing under Option ITI. 

In terminating this impractical privilege, we 
have been gratified by the response we have re- 
ceived from our participating hotels. 

Before we took this step, only 11 percent of our 
world-wide total of participating hotels and motels 
had agreements which did not provide for cen- 
tralized billing through American Express. An ad- 
ditional 6 percent billed direct, primarily, but 
through American Express at the request of the 
cardholder. The remaining 83 percent billed all 
charges through American Express and were satis- 
fied with centralized billing arrangements. 

Since we notified our hotels that direct billing 
privileges would be terminated, more than 1,100 
hotels have converted to centralized billing. 


Book Notes for 1960 


by Katherine R. Spinney, B.A., B.L.S. 


Reference Librarian, School of Hotel Administration 


Scanning of the Statler Library shelves for the purpose of selecting out- 
standing books added during 1960 has been a delicate task of decision. The 
collection already available at the outset of the year was large. Thus, new 
acquisitions were a matter of choice, largely that of supplementing an 
already well-stocked library. Some of the books added that deserve special 
mention have been listed below under the following categories: 


® Cookbooks 

® Food and Nutrition 

© Food Service Industry (Restaurants ) 
© Hotels 

© Management 


COOKBOOKS 


American 


The all new Fannie Farmer Boston Cooking School 
cookbook. 10th ed. Completely revised by Wilma 
Perkins. Boston, Little Brown, 1959. 
Here is a complete change in recipe presentation 
with new recipes, new ingredients and a fresh ap- 
proach to menu making. The old recipes are in- 


cluded. 


How America eats, by Clementine Paddleford. 
New York, Charles Scribners Sons, 1960. 
The author, a famous food editor, travels across 
America collecting recipes and here presents those 
outstanding from the number she has collected. 
There are many regional specialties based on per- 
sonal interviews and tested. 


Ladies Home Journal Cookbook, Philadelphia, 1960. 
Tested recipes collected by the Ladies Home 
Journal are easy reference for the American house- 
wife. 


American—Quantity 


One hundred to dinner, by Elspeth Middleton. 

Toronto, University of Toronto Press, 1960. 
A quality cookbook for camps, clubs, resorts, 
schools, institutions, industrial plants, offices and 
public dining places. These are all quantity recipes 
of proven merit. Additional information is given on 
the use of herbs and spices as well as an enlarged 
chapter on sauces. 


English 
Mrs. Beatons Cookery and Household Management. 
London, Practical Press Ltd., 1959. 


It is well to mention this new edition of the famous 
English cookbook already known by its reputation. 


French 


Classical cooking, a new approach to French cuisine, 

by John Marshal. New York, Duell, Sloan & Pearce, 

1959. 
A book intended both to be read and to be used, 
says the author. “The first part is to be read to re- 
affirm the standards by which good cooking yields 
good eating, the other part is to be read to choose 
what you want to eat.” It is an elementary course 
in good cooking. The chapters deal with flavor, 
cooking with heat, and menus. 


Modern French culinary art, by H. P. Pelliprat. 
Morat, Switzerland, Jacques Kramer, 1960. 


An outstanding French cookbook which is beauti- 
fully illustrated and well organized. 


Chinese and Near East . 


Chinese cooking for American kitchens, by Calvin 
Lee. New York, Putnam, 1959. 


Secrets of Chinese cooking, by Tsuifeng and 
Hsiangju Lin. New York, Prentice Hall, 1960. 
Both these books can be adapted to almost any 
ingredients which can be obtained from any mar- 
ket. 


A Persian kitchen, by Maideh Mazka. Vermont, 
Charles E. Tuttle, 1960. 
Here are favorite recipes from the Near East which 
are economical, easy to prepare and still retain 
their exotic qualities. 


International 


Best of all cookbook, compiled and edited by 

Florence Brobeck. Philadelphia, Lippincott, 1960. 
This is an anthology of cookbooks which contain 
the best of more than 100 cookbooks from Europe, 
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Mexico, South America and Asia. It is more ap- 
plicable to the homemaker than to institutional 
cooking. 


The Esquire culinary companion, by Charles Baker, 
Jr. New York, Crown Publishers, 1959. 
The author is the same as that of the famous 
“Gentlemen’s Companion”. He has compiled a col- 
lection of exotic recipes from around the world. 


Special 


Lenten fare and food for Fridays, by Constance 
Cruickshank. London, Faber and Faber, 1959. 
A selection of dishes prepared without meat to 
provide variety from Shrovetide to Easter. 
Low sodium fat-controlled cookbook, by Alma 
Smith Payne and Dorothy Callahan, Boston, Little 
Brown, 1960. 
This is a reprint of a book first published in 1953 
and as the title page explains, it shows “How to 
prepare tasteful meals for the sodium restricted or 
low salt diet and for the fat-controlled diet”, includ- 
ing recipes and suggestions for low saturated fat 
regimens, 


NUTRITION 


Food becomes you, by Ruth M. Leverton. Ames, 
Iowa, Iowa State University, 1960. 

The author, an associate director of the Institute 
of Home Economics Agricultural Research Service, 
U.S. Dept. of Agriculture, is well qualified to write 
on the subject. The opening sentence, “Everything 
in your body was once in your food” well describes 
this study on diet and proper food habits. A table 
at the back gives nutrition value in common foods 
in terms of household measures. These values apply 
to the parts of foods customarily eaten. 


Fundamentals of nutrition, by E. W. Crampton and 

L. E. Lloyd. San Francisco, W. H. Freeman, 1959. 
A basic textbook which gives the sources of energy 
found in food and the requirements needed for 
bodily functions. It describes metabolism of the 
parts of food that supply energy. One section deals 
with vitamins and minerals and another with the 
nutrient needs of animals for growth. 


Introduction to foods and nutrition, by Gladys T. 

Stevenson and Cora Miller. New York, John Wiley, 

1960. 
A textbook which combines nutrition with food 
preparation. It gives a basic background for nutri- 
tional values to act as an aid in the selection and 
preparation of foods. Specific food categories are 
dealt with. A glossary of terms, abbreviations, sug- 
gestions for measuring foods and boiling tempera- 
tures of water at various altitudes are included. 


Nutritional evaluation of food processing, by Robert 

S. Harris and Harry Von Loesecke. New York, John 

Wiley, 1960. 
This is concerned with the nutritional effects of the 
processing of foods. It deals with the cooking of 
food, treatment to make it safe and acceptable, 
storage, refrigeration and packaging of foodstuffs. 
As the author states, “The main purpose of this 
book is to evaluate the known effects of processing 
upon the nutritional values of foods and to indicate 


how certain processing procedures may be altered 
to minimize losses in nutritional value.” 


Teaching nutrition, by Mattie Pattison [and others]. 

Ames, Iowa, State College, 1957. 
An informative book with a unique approach to 
teaching nutrition. It is simply written, easily 
understandable, applicable to different age groups. 
Chapters deal with diets and nutrition, es et in 
nutrition education, attitudes toward food and eat- 
ing and evaluation of different methods of teaching. 


FOOD 
Conversion factors and technical data for the food 
industry, compiled by C. G. Harrel and R. J. Thaler 
of the Pillsbury Company. Minneapolis, Burgress 
Publishing Company, 1959. 
This is a revision of an earlier edition. It covers 
a fund of valuable information in the field of food 
processing. It contains general engineering conver- 
sion factors, foreign weights and measures, specific 
gravities and weights, standard weights, measures 
of foods and their equivalents, analytical and physi- 
cal data on foods and food ingredients, heating and 
ventilation, nutrition and temperatures. A glossa: 
of terms is also included. All this make it a widely 
used and informative reference tool. 


Food flavorings, composition, manufacture and use, 
by Joseph Merory. Westport, AVI Publishing Co., 
1960. 


This book is divided into three sections, the first 
which deals with natural flavorings in fruits, vege- 
tables, spices, chocolate, coffee and vanilla beans. 
The second section deals with food additives and 
color. The final part describes the uses of flavorings 
for various foods. 


Food for America’s future, by Ethyl Corporation. 
New York, McGraw Hill, 1960. 

As the title indicates, this is a discussion of our 
country’s ability to feed its increasing population. 
Beginning with the productivity of land and the 
business of farming, twelve outstanding authorities 
give their opinions and forecast the state of the 
country and its progress by 1975. The outlook is 
encouraging. 


The poisons in your food, by William Longgood. 
New York, Simon and Schuster, 1960. 
The author is concerned over the addition of chemi- 
cals which are being used in treating the food we 
eat to make it more appetizing. These food addi- 
tives have developed into a major problem and are, 
for the most part harmful to our health, he claims. 


Radiation technology in food, agriculture and bi- 

ology, by Norman W. Desrosier and Henry Rosen- 

stock. Westport, AVI Publishing Co., 1960. 
“The purpose of this book is to bring together per- 
tinent information from the physical and biological 
sciences and focus on some of the positive uses of 
atomic energy in the field of food, agriculture and 
biology.” The first part is an introduction to radi- 
ation and its effects. It then goes on to discuss 
radiation sources and its measurement. Finally it 
deals with the interaction of radiation with living 
organisms and radiation processing technology. 


FOOD SERVICE INDUSTRY 


Food service in industry and institutions, by John 

W. Stokes. Dubuque, Iowa, W. C. Brown, 1960. 
A detailed description of the food service industry, 
the book gives a history of its development, its ob- 
jectives, the purchasing and preparation of food, 
the control and cost both of food and labor, operat- 
ing statements and legislation. Charts and illustra- 
tions are abundant throughout the publication. 


How to operate a restaurant, by Peter Dukas and 

Donald Lundberg. New York, Ahrens Publishing 

Company, 1960. 
A comprehensive publication which covers the 
overall picture of the restaurant industry, either 
large or small. It gives a history and describes the 
development and nature of the business. There are 
chapters on selecting a location, the advantages 
and disadvantages of building, how and where to 
obtain capital, how to protect yourself with insur- 
ance and how to design and buy equipment. 


HOTELS 


How to make advertising pay for hotels, motels and 
restaurants, by Albert Koehl. New York, Ahrens 
Publishing Company, 1960. 
The author is an authority in the specialized field 
of hotel, motel and restaurant advertising. He dis- 
cusses the various media and the particular prob- 
lems in sales promotion. 


Motels, hotels, restaurants and bars, by Archi- 
tectural Record. Concord, N.H., F. W. Dodge, 1960. 
This is the second edition of the already widely 
used book on design. Well illustrated, with many 
plans to provide background information, it will 
assist in providing a better understanding of the 

role of the architect. 


New York hotel industry, a labor relations study, by 

Morris A. Horowitz. New York, Harvard University, 

1960. 
The history of collective bargaining between the 
New York Hotel Trades Council and the Hotel 
Association of New York City relates the economic 
condition of the hotel industry and the industrial 
relations in that industry which includes wages, 
benefits and union management relationship. 


The World of “Mr. Sheraton,” by Ernest Henderson. 
New York, David McKay, 1960. 
The story of an exciting operation, a history of the 
man, his philosophy and his beliefs, and the de- 
velopment of an outstanding corporation are por- 
trayed. 


MANAGEMENT 


Dynamic management in industry, by Raymond 

V:llers. Englewood Cliffs, Prentice Hall, 1960. 
Theories of organization are discussed and evalu- 
ated. Case studies are given from leading corpo- 
rations. The concepts of functional decentralization 
are studied in detail with emphasis on the indi- 
vidual need for freedom of action to stimulate co- 
operation which are under the effective coordina- 
tion and control of management. 
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Effective work management, by Milon Brown. New 

York, MacMillan Company, 1960. 
The author states that he feels the persons who 
wish to become managers will make better progress 
if they understand the functions of management. 
Therefore, he begins by defining the meaning of 
management. He then goes on to describe the 
process of planning for action and then, after the 
decision has been inade, putting it into effect. The 
next step is te maintain control to see that the 
decision has been carried out and has had the 
desired result. The final step is to apply these man- 
agement processes to the work operation. 


Ideas that become big business, by Clinton Woods. 
Baltimore, Founders Inc., 1959. 
A biography of numerous large corporations in the 
United States which began with an idea and the 
initiative of those men who promoted their idea. 


Industrial man, businessmen and business organi- 
zations, edited by Lloyd Warner and Norman H. 
Martin. New York, Harper, 1959. 
This deals with the social structure of the business 
enterprise. The personalities of the managers are 
portrayed and the patterns of success and mobility. 
There is an excellent chapter of the ideology of 
American business. 


Organization and control of the smaller enterprise, 
by Douglas Basil. Minneapolis, University of Minne- 
sota Press, 1959. 
Although the basic principles of the large organi- 
zation are applied to the small, this is one of the 
few publications which deal specifically with the 
smaller company. 


The strategy of desire, by Ermest Dichter. Garden 
City, N.Y., Doubleday, 1960, 
The author is referred to as the “father of moti- 
vational research.” Here he replies to the question 
raised by Vance Packard in his Hidden Persuaders 
with regard to the justification of the science of 
motivation. 


Interiors Book of Restaurants 


by Wilson Atkin and Jo An Adler, Publisher: Whitney 
Library of Design, New York, 1960. Illustrated $15 

The variety and scope of interior design has tre- 
mendous latitude in the field of restaurants. Con- 
temporary designers have displayed considerable 
talent in the production of modern food service 
operations, The authors have done an admirable job 
of recording and communicating these design results 
as well as the reasoning behind them in this presen- 
tation. 

Frequently, in a volume attempting to portray 
interior design, the functional aspect of the problem is 
slighted. At first glance it would appear that such may 
be the case in this instance. A further, more detailed 
perusal reveals that considerable attention has been 
given to the small details which greatly contribute 
to the ultimate success of any design, Such detail is 
frequently evidenced in such things as the dimen- 
sioned schematic sketches of successful bar and coun- 
ter operations. 
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The authors have been lavish in their use of pictures 
which is necessary for the success of any such presen- 
tation. The range of various types feeding operations 
is extremely well covered from Nedick’s luncheonettes 
to The Four Seasons and The Forum of the Twelve 
Caesars. Many times a restaurant is an extremely diffi- 
cult space in which to capture the atmosphere in 
photographs. These photographs are in black and 
white, but they do an excellent job of transmitting 
the actual feeling of being in the particular spaces. 

The book is a most worthy and enjoyable addition to 
the library of anyone who is interested in the design 
or operation of restaurants. 

Prof. Paul R. Broten 
School of Hotel Administration 


Introduction to Textiles 


by Dr, Evelyn E. Stout, Department of Textiles and 
Clothing, N.Y. State College of Home Economics, Cor- 
nell University. Publisher: John Wiley & Sons, Inc., 
New York, 1960. 363 pp. Illustrated. $6.50 

The executive housekeeper and other persons in 
institutions who want to be fully informed concerning 
the special provisions and interpretation of the new 
Textile Fiber Products Identification Act will find this 
book helpful. 

Professor Stout describes some ninety important 
natural fibers and thermoplastic or non-thermoplastic 
man-made fibers within the definitions and generic 
classifications of this new Act. The interrelation of the 
properties of fiber and fabric, as well as the condi- 
tions of use and testing, are set forth clearly and com- 
pletely. 

Particular attention is paid to discussion of wash- 
and-wear developments and mixtures and blended 
fabrics. Modern texturizing processes for thermoplastic 
filament yarns are explained carefully for the person 
with little technical knowledge of fabrics. 

Professor Stout conducts a course in textile fur- 
nishings for students in the School of Hotel Adminis- 
tration at Cornell. 


“Playing Checkers with 60,000 Rooms” 


“Playing Checkers with 60,000 Rooms” (Carl 
Reiser in Fortune, January 1961) contrasts the 
innkeeping philosophy of Hilton Hotels Corpo- 
ration with that of Sheraton Hotels Corporation 
on the basis of 1959 financial score keeping. 

In summarizing this article for its readers, 
Fortune editors report: 

¢ In room count, the Hilton Hotels Corporation 

is the world’s largest with over 31,000 guest 
rooms in 41 hotels and inns, of which the 
Corporation owns 11 (leasing the rest). Shera- 
ton, the runner up, operates 56 hotels with 
about 28,000 rooms but owns 48 of these 
properties. 

¢ In gross revenue, Hilton is again on top, with 

$221 million to Sheraton’s $205 million (in- 
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cluding $34 million from Thompson Products, 
an automotive parts subsidiary ). 

¢ In property ownership, Sheraton leads with 
fixed assets of $216 million against Hilton’s 
$139 million. 


“However you keep score,” Fortune comments, 
“the men who run the Hilton and Sheraton Hotel 
Chains are in the thick of a multimillion-dollar 
game, and their contest is fascinating to watch. In 
tactics of acquisition, in financial philosophy, in 
operating style, as well as in personality, the 
flamboyant Southwesterner and the Proper Bos- 
tonian are widely different.” 

Even in objectives, Fortune concludes, the two 
are widely apart. Mr. Henderson seems intent on 
building capital values. Mr. Hilton concentrates on 
keeping earnings high. The dependence within 
each chain upon interhotel referral of guests leads 
both men to the large cities. Soon Hilton and 
Sheraton will confront one another in 17 cities. 


Cornell Conducts “School” in Germany 


School bells rang for about 400 Air Force and 
Army club managers simultaneously in Wiesbaden 
and Berchtesgaden (West Germany) on January 
30 when Dean H. B. Meek and six other faculty 
members from the School of Hotel Administration 
began a week’s training program at the request of 
the American Armed Services. 

Accompanying Dean Meek were professors Ro- 
bert A. Beck, Matthew Bernatsky, J. W. Conner, 
G. W. Lattin, J. J. Wanderstock, and Com. Leslie 
E. Bond, U.S.N. ( Ret.) 

While a team of three professors provided in- 
struction for club managers of the European 
Theatre of the Air Force in Wiesbaden, the other 
three conducted courses for club managers of the 
American Army of Occupation at Berchtesgaden. 
Midway through the week’s program, the pro- 
fessors switched schools to provide special instruc- 
tion in their respective fields to both groups. 

The curriculum included accounting, meats, 
wines, menu planning, food production, food fa- 
cilities structures and layout, sanitation, food and 
beverage merchandising, and personnel instruc- 
tion. At each “school” the students prepared and 
served a banquet fit for “foreign dignitaries” as one 
test of their progress. 

Before returning to the Cornell campus, the 
faculty attended an international meeting of the 
Cornell Society of Hotelmen at Frankfurt on 
February 4. Frank Ready, Cornell °35, was chair- 
man for this event. 
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Statler Inn provides a practice laboratory for students. 


Cornell School of Hotel and Restaurant Administration 
Summer 1961 


One-week, two-week, and three-week courses in 
¢ Advertising and Sales Promotion 
® Hotel Accounting 
¢ Interpretation of Hotel and Restaurant Financial Statements 
* Food and Beverage Control 
¢ Restaurant Management 
* Menu Planning 
* Quantity Food Production 
® Meats, Poultry and Fish 
® Teacher Training for Chefs 


* Food Facilities Engineering 
* Personnel Management and Methods 
* Motel Management 


Courses begin every Monday from June 26 to August 7 inclusive. 


Admission is open to any hotel, motel, restaurant, or institution manager or 
employee. 


Low tuition and living expenses. 


For information write to the Dean, School of Hotel Administration, 
Statler Hall, Cornell University, Ithaca, N.Y. 
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Workshops at Cornell are intimate, informal seminars. Lecturers, discussion leaders, and participants come from 
every part of the world. Luncheons, receptions, and dinners are arranged to promote a feeling of fellowship. 


Workshops for Executives 


Workshops for executives in the hotel, restaurant, and club industry are 
held at frequent intervals by the School of Hotel Administration at Cornell. 


Conferences Now Scheduled from February 1961 Through October 1961 


February 13, 1961 
February 27, 1961 
March 20, 1961 
April 17, 1961 
May 15, 1961 
April 11-13, 1961 
August 1961 


October 1961 


The Vendo Company, Food Automation Seminar 
The Vendo Company, Food Automation Seminar 
The Vendo Company, Food Automation Seminar 
The Vendo Company, Food Automation Seminar 
The Vendo Company, Food Automation Seminar 
Fourth Annual Howard Johnson Agents’ Seminar 
Sixth Annual Club Managers’ Short Course 


Food Facilities Planning Workshop 
Co-Sponsored by the National Restaurant Association 


For information concerning registration, housing, and fees write to: Professor J. William Conner 


Workshop Director, Statler Hall 
Cornell University 
Ithaca, New York 
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industry. 
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